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Introduction 


A 

Objective 


The  objective  of  this  study  is  to  assess  the  overall  market  for  information  technology 
services  in  both  the  U.S.  Federal  Government  and  the  Canadian  Federal  Government. 
Services  which  are  evaluated  are  professional  services,  including  consulting, 
education/training,  and  software  development,  as  well  as  systems  integration  and 
outsourcing. 

Results  are  focused  toward  providing  Andersen  Consulting  with  detailed  forecasts  of 
these  markets  for  22  U.S.  Federal  Government  agencies  as  well  as  the  Canadian 
Federal  Government  agencies.  In  addition.  INPUT  provides  a competitive  analysis  of 
the  vendors  in  each  market,  highlighting  their  offerings,  capabilities,  partners,  and 
current  market  presence.  From  this  information,  as  well  as  market  trends  and 
legislation.  Andersen  Consulting  is  presented  with  an  assessment  of  future  market 
opportunities  and  areas  in  which  to  concentrate  business  development  efforts. 


B 

Benefits  to  Andersen  Consulting 

• Determine  the  potential  for  professional  services,  systems  integration,  and 
outsourcing  in  select  federal  agencies  of  both  the  U.S.  and  Canadian  governments. 

• Accurately  assess  the  size  of  the  market  for  each  service  on  an  agency-by-agency 
basis. 

• Obtain  detailed  information  on  current  and  upcoming  business  opportunities  in 
each  market. 

• Understand  the  playing  field  - including  competitors,  potential  partners,  current 
market  proliferation  of  various  vendors  and  their  offerings,  historical  contracting 
activities,  market  trends  and  legislation. 
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• Gain  an  understanding  of  the  required  investment  to  successfully  compete  in  these 
industry  segments. 

• Develop  an  overall  marketing  edge  from  effective  market  identification  and 
qualification  of  growth  areas. 


c 

Methodology 


The  project  focuses  on  the  U.S.  and  Canadian  federal  marketplace  within  the 
categories  and  items  listed  in  the  scope.  Information,  opinions  and  estimates  provided 
are  based  on  the  best  information  available  to  INPUT. 

INPUT  consulted  with  Andersen  Consulting  and  its  commercial  research  organization 
to  develop  a set  of  consistent  market  definitions.  INPUT  applied  these  definitions 
throughout  the  research  process. 

INPUT  has  provided  analysis  through  select  agency  interviews,  a careful  review  of  its 
previous  research  and  proprietary  INPUT  databases  related  to  the  services  market  to 
develop  the  required  market  segmentation,  forecasts  and  an  estimate  of  sales  in  prior 
years.  In  addition,  INPUT  conducted  a thorough  literature  search  on  the  services 
market  and  analyzed  articles,  reports  and  other  research  publications  from  IDC 
Government.  Dataquest.  and  other  published  documentation  and  company  literature. 

Agency  strategic  plans,  budget  submissions  and  Information  Resource  Management 
(IRM)  plans  were  also  reviewed  for  content  pertaining  to  the  current  operating 
environment  and  long-term  objectives.  Also.  INPUT  conducted  a thorough  search  of 
relevant  Web  sites  pertaining  to  companies,  agencies  and  research  organizations. 


D 

Scope 

INPUT  conducted  both  primary  and  secondary  research  to  obtain  information 
regarding  contract  awards  at  22  U.S.  Federal  agencies  as  well  as  Canadian  Federal 
government  agencies.  Data  was  obtained  in  accordance  with  the  list  of  Product 
Sendee  Codes  (PSCs)  supplied  by  Andersen  Consulting. 

The  majority  of  the  Canadian  analysis  was  provided  by  Andersen  Consulting  from  the 
“Canada  Federal  Government  Information  Technology  Market”  report. 

INPUT  used  the  historical  data  to  accurately  forecast  the  professional  services  market, 
systems  integration  market,  and  outsourcing  market  and  its  components  for  the  next 
five  years  (FY  1998-2002).  including  the  market  for  Enterprise  Resource  Planning 
(ERP)  solutions.  This  forecast  is  broken-down  to  the  agency  level. 

Primary  interviews  were  conducted  with  the  agencies  as  well  as  secondary  source  data 
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gathering  to  obtain  information  about  the  current  installed  base  of  COTS  software 
products.  INPUT  analyzed  this  data  to  present  usage  statistics  for  the  most  purchased 
packages  and  proliferation  of  these  software  applications  in  the  federal  governments  of 
the  U S.  and  Canada. 

INPUT  provides  detailed  analysis  of  the  current  opportunity  for  professional  services, 
systems  integration  and  outsourcing  across  the  markets  described  above. 

INPUT  provides  detailed  analysis  of  the  current  contractor  base  operating  at  each 
agency  for  professional  services  contracts,  especially  services  to  support  the  COTS 
software  base  and  Enterprise  Resource  Planning  applications. 

INPUT  provides  market  trends  as  part  of  a “conclusions  and  recommendations'1 
summary.  Included  is  an  analysis  of  current  legislation  as  well  as  highlights  of 
emerging  applications  areas. 


YNEPM 


© 1998  by  INPUT.  Reproduction  Prohibited 


3 


INPUT 


- 


© 1998  by  INPUT.  Reproduction  Prohibited 


4 


YNEPM 


EVALUATION  OF  THE  FEDERAL  SERVICES  MARKET 


INPUT 


Terms  and  Definitions 


A 

Introduction 

• This  chapter  provides: 

— Definitions  of  the  industry  and  market  segments  addressed  by  this  research 
project. 

— A guide  to  the  terminology  employed  in  the  written  document. 

— Specification  of  the  structure  used  for  market  analysis  and  forecasts  in  the 
areas  of  professional  services,  systems  integration  and  outsourcing. 

• INPUT  has  reviewed  these  definitions  with  Andersen  Consulting  to  ensure 
compliance.  It  was  determined  that  these  definitions  accurately  represent  the 
market  as  viewed  by  Andersen  Consulting. 

B 

General  IT  Market  Terminology 

Terminology  describing  vendor  and  agency  relationships  is  as  follows: 

• “Vendor”  - the  provider  of  goods  or  services. 

• " Buyer”  - the  person  or  agency  organization  that  purchases  goods  or  services. 

• “User”  - the  person  or  agency  organization  that  employs  the  goods  and 
services  directly  or  through  an  internal  intermediary. 

• “Customer"  - the  agency  in  which  buyers  and  users  are  employed. 
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• “End  User”  - use  of  this  pejorative  term  is  avoided  as  much  as  possible.  It 
might  be  used  to  differentiate  an  individual  who  uses  a product/service  from 
the  agency  in  which  he/she  works  which  is  described  as  the  “user”  of  a 
product/service.  Preferred  terminology  would  be  “individual  user”  or 
“personal  user.” 

• At  times  the  “customer”,  “buyer”  and  “user”  may  be  the  same  individual  or 
unit  but  in  many  cases  they  are  separate  individuals. 


c 

IT  Software  & Services  Market  Definitions 

Outsourcing 

• Outsourcing  is  a long-term  (greater  than  one  year)  relationship  between  an  agency 
and  a vendor  in  which  the  agency  delegates  all.  or  a major  portion,  of  an  operation 
or  function  to  the  vendor. 

• The  operation  or  function  may  either  be  solely  information  systems  outsourcing- 
based.  or  include  information  systems  outsourcing  as  a major  component  (at  least 
30%)  of  the  operation. 

• The  critical  components  that  define  an  outsourcing  service  are: 

- Delegating  an  identifiable  area  of  the  operation  to  a vendor 

- Single-vendor  responsibility  for  performing  the  delegated  function 

- Intended,  long-term  relationship  between  the  agency  and  the  vendor,  where: 

• The  contract  term  is  for  at  least  one  year 

• The  agency's  intent  is  not  to  perform  the  function  with  internal  resources 

— The  contract  may  include  non-information  systems  outsourcing  activities,  but 
information  systems  outsourcing  must  be  an  integral  part  of  the  contract. 

• The  outsourcing  product/service  subcategories  have  been  defined  as  shown  in 
Exhibit  1. 
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Exhibit  1 


Outsourcing  Components 


Source:  INPUT 

• Platform  Operations  - The  vendor  manages  and  operates  the  computer  systems  to 
perform  the  agency’s  business  functions,  without  taking  responsibility  for  the 
client’s  application  systems. 

• Applications  Operations  - The  vendor  manages  and  operates  the  computer 
systems  to  perform  the  agency’s  business  functions,  and  is  also  responsible  for 
maintaining,  or  developing  and  maintaining,  the  client’s  application  systems. 

• Network  Management  - The  vendor  assumes  responsibility  for  operating  and 
managing  the  agency’s  data  communications  systems.  This  may  also  include  the 
client’s  voice  communications  resources.  A network  management  outsourcing 
contract  may  include  only  the  management  services  or  it  may  cover  the  full  costs 
of  the  communications  services  and  equipment  plus  the  management  services. 
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• Desktop  Services  - The  vendor  assumes  responsibility  for  the  deployment, 
maintenance,  and  connectivity  among  the  personal  computers  and/or  workstations 
in  the  agency.  The  services  may  also  include  performing  the  help-desk  function. 
Equipment  as  well  as  services  can  be  part  of  a desktop  services  outsourcing 
contract. 

- Note:  This  type  of  client  service  can  also  be  provided  through  traditional 
professional  sendees  where  the  contractual  criteria  of  outsourcing  are  not 
present. 

• Applications  Management  - The  vendor  has  full  responsibility  for  maintaining 
and  upgrading  some  or  all  of  the  application  systems  that  an  agency  uses  to 
support  business  operations  and  may  also  develop  and  implement  new  application 
systems  for  the  agency. 

- An  applications  management  contract  differs  from  traditional  software 
development  in  the  form  of  the  agency/vendor  relationship.  Under  traditional 
software  development  services,  the  relationship  is  project  based.  Under 
applications  management,  it  is  time  and  function  based. 

- These  services  may  be  provided  in  combination  or  separately  from  platform 
outsourcing. 

• Business  Operations  - Business  operations  outsourcing  (also  known  as  business 
outsourcing  or  functional  outsourcing)  is  a relationship  in  which  one  vendor  is 
responsible  for  performing  an  entire  business/operations  function,  including  the 
information  systems  outsourcing  that  supports  it.  The  information  systems 
outsourcing  content  of  such  a contract  must  be  at  least  30%  of  the  total  annual 
expenditure  in  order  for  INPUT  to  include  it  in  the  outsourcing  market.  Examples 
of  business  operations  that  are  outsourced  include  telephone  company  billing  and 
employee  benefits  processing. 

• Outsourcing  vendors  now  provide  a wide  variety  of  services  in  support  of  existing 
information  systems.  The  vendor  can  plan,  control,  provide,  operate,  maintain  and 
manage  any  or  all  components  of  the  agency's  information  systems  environment 
(equipment,  networks,  applications  systems),  either  at  the  agency’s  site  or  the 
vendor’s  site. 

- Note:  In  the  U S.  Federal  Government  market,  systems  operation  services  are 
also  defined  by  equipment  ownership  with  the  terms  “COCO'’  (Contractor- 
Owned.  Contractor-Operated),  and  "GOCO”  (Government-Owned, 
Contractor-Operated). 
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Systems  Integration  (SI) 

• Systems  integration  is  a vendor  sendee  that  provides  a complete  solution  to  an 
information  system,  networking,  or  automation  development  requirement  through 
the  custom  selection  and  implementation  of  a variety  of  information  system 
products  and  services.  A systems  integrator  is  responsible  for  the  overall 
management  of  a systems  integration  contract  and  is  the  single  point  of  contact 
and  responsibility  to  the  buyer  for  the  delivery  of  the  specified  system  function,  on 
schedule  and  at  the  contracted  price. 

• The  components  of  a systems  integration  project  (see  Exhibit  2)  are  the  following: 

- Equipment  - The  information  processing  and  communications  equipment 
required  to  build  the  systems  solution.  This  component  may  include  custom 
as  well  as  off-the-shelf  equipment  to  meet  the  unique  needs  of  the  project.  The 
systems  integration  equipment  category  excludes  turnkey  systems  by 
definition. 

- Software  Products  - Prepackaged  applications  and  systems  software  products. 

- IT-Related  Professional  Services  - The  value-added  component  that  adapts  the 
equipment  and  develops,  assembles,  or  modifies  the  software  and  hardware  to 
meet  the  system's  requirements.  It  includes  all  of  the  professional  services 
activities  required  to  develop,  implement,  and.  if  included  in  the  contract, 
operate  an  information  system,  including  consulting,  program/project 
management,  design  and  integration,  software  development,  education  and 
training,  documentation,  and  outsourcing  and  maintenance. 

- Other  Products  and  Services  - Most  systems  integration  contracts  include 
other  sen/ices  and  product  expenditures  that  are  not  classified  elsewhere.  This 
category  includes  miscellaneous  items  such  as  engineering  services, 
automation  equipment,  computer  supplies,  business  support  services  and 
supplies,  and  other  items  required  for  a smooth  development  effort. 
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Exhibit  2 


Products  and  Services  Included  in 
Systems  Integration  Projects 

Equipment 

• Information  systems 

• Communications 


Software  Products 

• Systems  software 

• Applications  software 


IT  Related  Professional  Services 

• Consulting 

- Feasibility  and  trade-off  studies 
-Selection  of  equipment,  network  and  software 

• Program/project  management 

• Design/integration 

- Systems  design 

- Installation  of  equipment,  network,  and  software 

- Demonstration  and  testing 

• Software  development 

- Modification  of  software  packages 

- Modification  of  existing  software 

- Custom  development  of  software 

• Education/training  and  documentation 

• Systems  operation/maintenance 


Other  Miscellaneous  Products/Services 

• Site  preparation 

• Data  processing  supplies 

• Processing/network  services 

• Data/voice  communication  services 


Source  INPUT 


Professional  Services 

• This  product/service  category  includes  three  subcategories:  consulting,  education 
and  training,  and  software  development.  Exhibit  3 provides  additional  detail. 
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Exhibit  3 


Professional  Services  Market  Structure 


User  Requirements 
Definition 

System  Design 

System  Conversion 
Database  Design 
Programming 
Testing 

System  Modification 

Documentation/ 
Technical  Writing 
Network 
Development 

Other 


Installation 

Planning 

Network  Planning 
and  Design 
Information 
Systems  Audit 
IS  Planning 

IS  Security/Audit 

System  Evaluation 

IS  Personnel 
Planning 

Systems  Analysis 

IS  Policies  and 

Procedures 

Development 


Computer 

— Operations 
Training 

IS  Management 

Training 

Analyst/ 

Programmer 

Training 

Systems  Use 

Training 

Video 

Instruction 

— Other 


— Project  Management 
— Migration  Planning 
— Other 

* Related  to  computer  systems,  topics,  or  issues 


Source:  INPUT 


• The  three  subcategories  are  defined  as  follows: 

IT  Consulting  - Services  include  information  technology  consulting  (related 
only  to  information  systems,  and  not  general  business  consulting)  in  a broad 
range  of  areas,  including  planning,  design,  audit,  evaluation  and  analysis; 
information  systems  re-engineering;  feasibility7  analysis  and  cost-effectiveness 
studies;  and  project  management  assistance.  Services  may  be  related  to  any 
aspect  of  the  information  system,  including  equipment,  software,  networks  and 
outsourcing. 
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- Education  and  Training  - Services  that  provide  training  and  education  or  the 
development  of  training  materials  related  to  information  systems  and  services 
for  the  information  systems  professional  and  the  user,  including  computer- 
aided  instruction,  computer-based  education,  and  vendor  instruction  of  user 
personnel  in  operations,  design,  programming,  and  documentation.  Education 
and  training  provided  by  school  systems  is  not  included.  General  education 
and  training  products  are  included  as  a cross-industry  market  sector. 

- Software  Development  - Services  include  user  requirements  definition, 
systems  design,  contract  programming,  documentation,  and  implementation  of 
software,  performed  on  a custom  basis.  Conversion  and  maintenance  services 
are  also  included. 
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Market  Forecast 


A 

Total  Federal  IT  Market 

The  overall  market  projected  for  federal  acquisition  of  information  systems  and 
services  in  FY  1998  is  $23.1  billion,  forecast  to  reach  $30. 1 billion  in  FY  2002.  This 
represents  a compound  annual  growth  rate  (CAGR)  of  5.9%,  as  shown  in  Exhibit  13. 

Several  economic  and  political  factors  may  impact  this  IT  growth  rate  anywhere  from 
moderately  to  significantly.  The  current  Administration  continues  to  believe  that  IT 
holds  the  key  to  improved  service.  Over  the  next  few  years,  benefits  should  be  visible 
in  efforts  to  reduce  operating  cost.  Without  demonstration  of  cost  savings  or  improved 
performance,  Congress  may  withhold  budgetary  support  to  large  IT-based  programs. 
Such  scaling  back  is  already  evident  in  tax  system  modernization  spending. 

The  largest  component  of  the  addressable  information  systems  and  services  market  in 
recent  years  has  been  commercial  services.  The  FY  1996  spending  level  for 
commercial  services,  estimated  last  year  at  $7.0  billion,  was  reported  as  actual  this 
year  at  $7.7  billion.  The  budget  request  for  FY  1998  is  $8.8  billion,  $556  million 
more  than  estimated  for  FY  1997,  with  gradual  increases  in  expenditures  through  FY 
2002  expected.  This  market  segment  is  expected  to  grow  at  a 7.8%  CAGR  to  $12.3 
billion  in  FY  2002.  Commercial  services  include  professional  services,  processing 
services,  systems  operations  and  maintenance.  Current  agency  long-range  plans,  along 
with  downsizing  and  outsourcing,  indicate  a continuing  need  for  industry  operational 
support,  despite  program  cancellations  and  prospects  of  consolidating  computing 
resources. 

Estimated  spending  for  computer  systems  is  greater  in  FY  1998  than  in  FY  1997  but 
less  than  the  actual  spending  that  agencies  reported  for  FY  1996.  For  some  time, 
computer  systems  has  been  a gradually  declining  market,  down  from  a CAGR  of  5% 
projected  in  FY  1989.  Prospects  for  computer  systems  spending  growth  have 
improved  since  last  year.  Levels  will  rise  through  FY  2002  at  an  increased  compound 
annual  growth  rate  of  4.6%.  Computer  systems  are  no  longer  the  largest  IT 
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component  as  in  the  past.  Computer  systems  include  hardware  and  software  products, 
turnkey  systems  and  major  equipment  additions  and  replacements. 

The  telecommunications  market  remains  at  steady  growth  through  FY  2002,  but  not  at 
the  10%  CAGR  of  a few  years  ago.  Actual  spending  in  FY  1996  was  lower  than 
estimated  last  year,  as  agencies  continue  to  benefit  from  reduced  long  distance  rates, 
reliance  on  existing  telecom  infrastructure,  and  postponed  telecommunications 
contracts  in  anticipation  of  the  follow-on  to  FTS2000.  Long  distance  data  transfer 
over  the  Internet  has  had  the  greatest  impact  on  spending  levels.  The  communications 
segment  includes  circuit/time  charges  under  FTS2000,  network  services,  and 
customer-premise  equipment.  INPUT  expects  these  services  to  increase  from  the  $5.8 
billion  actual  expenditures  reported  for  FY  1996  to  $7.3  billion  in  FY  2002.  The 
forecast  includes  procurement  of  a number  of  dedicated  data  networks,  more  LANs 
and  increasing  digitization,  but  at  decreasing  tariffs. 

The  telecommunications  market  potential  may  be  a great  deal  larger  than  anticipated 
from  current  federal  agency  use.  In  previous  years,  Congress  has  expressed  its 
concern  that  the  value  of  FTS2000  alone  is  at  least  one  order  of  magnitude  greater 
than  was  being  reported  by  the  agencies.  It  is  not  clear  whether  the  agencies  use 
operating  funds  instead  of  IT  dollars  to  pay  for  telephone  services.  This  issue  may  be 
one  of  inaccurate  reporting.  A real  demand  exists  beyond  currently  reported  needs;  it 
goes  to  unanticipated  network  requirements  that  will  result  from  architectural 
approaches  to  support  enterprise-wide  missions  and  information  super-highway 
services,  particularly  across  the  Internet.  The  telecom  segment  in  Exhibit  4 reflects 
only  reported  requirements. 
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Exhibit  4 

IT  Markets,  FY  1997-2002 


Commercial  Services 
CAGR  7.8% 


Computer  Systems 
CAGR  4.6% 


Telecommunications 
CAGR  4.5% 


□ 2002 
@1997 


0 1 2 3 4 5 6 7 8 9 10  11  12  13 

Market  Size  ($B) 


Source:  INPUT 


The  expenditures  shown  in  Exhibit  4 are  based  on  those  requested  by  the  agencies  in 
their  A-l  1 Exhibit  43  reports. 

B 

Total  Professional  Services  Market 

The  projected  need  for  contractor  assistance  makes  the  federal  government  the  largest 
user  group  for  professional  services  in  the  U.S.  If  all  of  the  segments  excluded  from 
the  basic  professional  services  mode  in  systems  integration  and  systems  operations 
(outsourcing)  were  added,  the  entire  professional  services  market  represents  a growth 
from  $6.3  billion  in  FY  1997  to  $9.3  billion  in  FY  2002  at  a CAGR  of  8%. 

The  total  professional  services  market  is  shown  in  Exhibit  5. 
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Exhibit  5 


Professional  Services  Market 


1997 


2002 


Source:  INPUT 


The  relationship  between  the  distributed  modes  of  the  professional  services  market  is 
illustrated  in  Exhibit  6.  The  basic  services  sub-market,  composed  of  software 
development,  design  and  consulting,  and  education/training,  represents  the  largest 
segment  of  the  professional  services  market.  The  growth  rate  is  all  the  more 
impressive  given  that  it  starts  with  the  largest  numbers.  This  year's  higher  CAGR 
forecast  of  8%  reflects  renewed  demands  for  services  to  address  Year  2000  spending. 
The  systems  integration  component  continues  to  grow  in  spite  of  smaller  contracts  and 
commercial  product  purchasing.  Systems  operations  show  moderate  growth,  mostly  in 
operations  of  government-owned  facilities. 
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Exhibit  6 


Professional  Services  Market — All  Segments 
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Professional  Services  Market  by  Agency 
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Exhibit  7 


Basic  Professional  Service  Market  - Civilian  Agencies 
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Exhibit  7 shows  the  basic  professional  services  market  (excluding  systems  integration) 
for  all  major  civilian  agencies.  Exhibit  8 shows  the  professional  services  market  for 
the  major  Department  of  Defense  agencies. 
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Exhibit  8 


Basic  Professional  Services  Market  - Defense  Agencies 
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D 

Total  Systems  Integration  Market 

Systems  integration  is  a vendor  sen  ice  that  provides  a complete  solution  to  an 
information  system,  networking,  or  automation  development  requirement  through  the 
custom  selection  and  implementation  of  a variety  of  information  system  products  and 
semces.  A systems  integrator  is  responsible  for  the  overall  management  of  a systems 
integration  contract  and  is  the  single  point  of  contact  and  responsibility  to  the  buyer 
for  the  delivery7  of  the  specified  system  function,  on  schedule  and  at  the  contracted 
price. 

The  market  for  systems  integration  (SI)  is  expected  to  increase  at  a 5.8%  CAGR.  from 
$3.9  billion  in  FY  1997  to  $5.2  billion  in  FY  2002,  as  shown  in  Exhibit  9.  The  SI 
market  is  not  growing  as  fast  as  most  observers  anticipated  in  1991,  but  because  of  the 
professional  services  segment  it  is  still  one  of  the  healthiest  IT  segments  in  the  federal 
government.  Growth  rates  for  each  of  the  product  components  have  held  steady  over 
the  last  several  years. 

The  systems  integration  market  is  further  subdivided  into  four  categories: 

• Professional  Services 
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• Hardware  Products 

• Software  Products 

• Other 

Unlike  the  commercial  markets,  hardware  outlays  are  the  predominant  investment. 

The  hardware  segment  was  holding  at  55%  in  recent  years,  but  fell  to  53%  in  FY 
1997.  and.  because  of  the  growth  in  the  professional  services  segment,  is  expected  to 
fall  to  50%  through  FY  2002. 

Hardware  systems  represent  the  largest  dollar  outlay  in  the  systems  integration  market, 
but  the  software  products  component  of  the  systems  integration  forecast  shows  a 
similar  growth  rate,  as  agencies  move  toward  commercial  software  and  upgrade 
existing  commercial  software  systems.  The  equipment  portion  of  SI  was  flat  in  the 
late  1980s,  reflecting  sizable  budget  cuts  at  many  agencies,  especially  on  the  Defense 
side.  But  beginning  in  FY  1991  and  continuing  through  FY  1996,  there  is  a sizable 
increase  in  equipment  acquisitions,  replacing  older  mainframes  and  incorporating  large 
numbers  of  workstations  and  PCs. 
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Exhibit  9 


Systems  Integration  Market 


Source:  INPUT 


1.  Professional  Services 

The  professional  services  segment  of  the  systems  integration  market  includes  the 
value-added  component  that  adapts  the  equipment  and  develops,  assembles,  or 
modifies  the  software  and  hardware  to  meet  the  system's  requirements.  It  includes  all 
of  the  professional  services  activities  required  to  develop,  implement,  and.  if  included 
in  the  contract,  operate  an  information  system,  including  consulting,  program/project 
management,  design  and  integration,  software  development,  education  and  training, 
documentation,  and  outsourcing  and  maintenance. 

Professional  services  grew  at  1 7%  per  year  from  FY  1987  to  1989,  but  dropped  to 
15%  in  FY  1990.  Reported  expenditures  for  FY  1994  were  $1.0  billion,  less  than  the 
amount  forecast  for  any  period  since  FY  1991.  However,  increases  are  expected  in 
this  segment.  Continued  delays  in  spending  for  several  DoD  systems  and  problems 
with  Treasury  programs  account  for  most  of  the  shortfalls  since  FY  1994.  FY  2002 
outlays  are  now  expected  to  reach  $1 .9  billion,  less  than  the  $2.3  billion  predicted  in 
1992. 
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Professional  services  is  the  fastest  growing  segment  of  the  systems  integration  market 
for  many  agencies. 

In  FY  1996,  outlays  for  professional  services  were  28%  of  the  total  spent  for  SI.  The 
proportion  increased  to  33%  for  FY  1998  and  is  expected  to  increase  to  36%  by  FY 
2002. 

The  sendees  included  in  this  market  are: 

□ Project  management 

□ Consulting  sendees 

□ Design  semces 

□ Integration  services 

□ Custom  software  development 

□ Education  and  training 

□ Documentation 

□ Operation  and  maintenance  (systems  operations — only  if  specified  in  the  contract). 

2.  Hardware  Systems 

The  hardware  systems  component  of  the  systems  integration  market  includes  the 
information  processing  and  communications  equipment  required  to  build  the  systems 
solution.  This  component  may  include  custom  as  well  as  off-the-shelf  equipment  to 
meet  the  unique  needs  of  the  project.  The  systems  integration  equipment  category 
excludes  turnkey  systems  by  definition. 

Earlier,  the  portion  of  each  program  spent  on  equipment  declined  as  a percentage  of 
the  overall  project  cost.  The  reduction  was  attributed  to  the  progressive  decrease  in 
the  cost-per-MIPS.  But  since  1990,  the  amount  has  risen  to  the  level  of  1988,  as  the 
projects  include  more  terminals/PCs  for  users  and  extensive  networking  is  needed. 

Reported  expenditures  for  FY  1996  were  $2.3  billion,  higher  than  anticipated. 
Expenditures  fell  for  FY  1997  to  $2. 1 billion,  and  held  at  that  level  for  FY  1998. 

They  will  rise  to  $2.6  billion  in  FY  2002,  at  a CAGR  of  4.4%.  More  of  the  CPUs 
originally  planned  for  reuse  have  become  obsolete  and  need  replacement.  LANs  and 
network  equipment  also  are  adding  to  the  rise  in  hardware  costs. 
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3.  Software  Products 

The  software  products  segment  of  the  systems  integration  market  includes 
prepackaged  applications  and  systems  software  products  used  in  support  of  integration 
efforts. 

The  size  and  growth  rate  of  the  software  products  component  of  SI  is  essentially 
unchanged  since  the  1991  forecast.  Outlays  were  $392  million  in  FY  1996,  are 
estimated  to  be  up  slightly  in  FY  1997.  but  are  growing  at  4.1%  CAGR  to  $448 
million  in  FY  2002.  Certainly  part  of  the  unchanged  spending  profile  stems  from  the 
increased  use  of  microcomputer  application  products,  which  although  growing,  have 
undergone  substantial  price  reductions. 

Another  growth  factor  is  the  continuing  conversion  of  existing  applications  to 
minimize  delays  in  cutting  over  to  new  systems.  A significant  problem  in  creating  new 
systems  from  old  ones  is  the  matter  of  site  licenses  and  restricted  use  of  commercial, 
copyrighted  software. 

4.  Other  Services 

The  "other  services"  category,  although  relatively  small  in  the  federal  market 
compared  to  the  commercial  market,  includes  transaction  processing  and  network 
services  during  the  implementation  phase,  site  preparation,  mechanical  engineering, 
and  initial  data  processing  supplies.  This  category  also  includes  miscellaneous  items 
such  as  automation  equipment,  computer  supplies,  business  support  services  and 
supplies,  and  other  items  required  for  a smooth  development  effort.  This  segment  is 
expected  to  grow  at  a 4.2%  CAGR. 

For  FY  1997,  civilian  SI  spending  exceeds  that  of  Defense  by  approximately  $1.5 
billion,  an  increase  from  $1.2  billion  for  FY  1995.  The  difference  reflects  current 
budget  constraints  in  DoD.  INPUT  expects  these  constraints  to  continue  throughout 
the  forecast  period,  largely  driven  by  OSD  plans  to  reduce  Defense  systems  spending, 
and  continued  pressure  on  the  budget  by  the  House  Appropriations  Committee.  The 
Senate  appears  willing  to  continue  a high  investment  in  Defense  information 
technology  spending.  For  1998.  DoD  expects  to  spend  $1 1 .4  billion  on  information 
technology,  and  the  Senate  has  indicated  a willingness  to  invest  additional  funds  for 
modernization. 

Not  all  major  SI  initiatives  are  being  canceled;  some  may  be  deferred  or  extended. 
Major  SI  efforts  in  civilian  agencies  are  being  cut  back.  As  a result,  the  Defense 
market  will  continue  to  hold  ground  to  the  civilian  market  demand  over  the  next  few 
years. 

Most  SI  projects  include  provisions  for  communications.  With  the  advent  of 


YNEPM 


© 1998  by  INPUT.  Reproduction  Prohibited. 


23 


EVALUATION  OF  THE  FEDERAL  SERVICES  MARKET 


INPUT 


FTS2000.  cost  estimating  for  SI  projects  became  difficult.  It  is  further  compounded 
as  the  Internet  is  integrated  into  systems  use  for  more  than  web  site  development.  As  a 
result  of  efforts  to  merge  Defense  communications  (DISN)  with  FTS2000.  the  GSA  is 
now  involved  in  planning  communications  for  Defense  use  as  well  as  civilian  use.  The 
FTS  2001  program,  still  not  awarded,  will  further  change  cost  estimates  for  systems 
integration  p roj ects . 

Risk  management  is  heavily  emphasized  in  the  federal  market.  Despite  system 
complexity,  the  agencies  want  functioning  solutions — not  just  the  offering  of 
sophisticated,  interesting  technology.  Caution  must  be  tempered  by  provisions  for 
technology  insertion  (for  instance,  imaging  systems)  in  the  future. 


E 

Systems  Integration  Market  by  Agency 

As  stated  previously,  systems  integration  spending  in  the  Department  of  Defense  is 
expected  to  grow  at  a significantly  slower  rate  than  many  civilian  agencies  over  the 
next  five  years.  Currently,  projected  growth  leaders  include  the  Departments  of 
Commerce,  Education.  Energy,  Housing  and  Urban  Development.  State  and  Treasury. 
Five-year  compound  annual  growth  rates  in  these  agencies  is  expected  to  exceed  8%. 
The  Department  of  Housing  and  Urban  Development  is  expected  to  experience  13.2% 
growth  over  the  next  five  years  in  systems  integration  spending.  This  large  degree  of 
growth  is  derived  mainly  from  the  professional  services  portion,  with  anticipated  5- 
year  growth  of  14.3%.  Exhibit  10  shows  the  total  systems  integration  market  for  a 
number  of  federal  civilian  agencies. 
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Exhibit  10 


Systems  Integration  Market  - Civilian  Agencies 
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Most  civilian  agencies  will  experience  above  average  growth  in  the  systems  integration 
market  over  the  next  five  years.  Much  of  the  growth  will  occur  in  the  professional 
services  segment;  however,  agencies  such  as  the  Department  of  Education  are 
expected  to  boost  their  requirement  for  software  integration.  This  and  other  software 
trends  are  direct  results  of  planned  programs  and  initiatives,  mainly  stemming  from 
plans  by  the  Administration. 


Other  noteworthy  movements  in  the  civilian  SI  market  include  the  Department  of 
Health  and  Human  Services,  which  expects  its  market  for  systems  integration  to  grow 
at  a 4.9%  CAGR  from  1997  to  2002.  This  is  influenced  by  strong  growth  in  the 
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professional  services  area;  however,  it  is  offset  by  the  software  products  segment, 
which  is  expected  to  grow  negatively  at  a rate  of  -7.4%  over  the  next  five  years. 

Also,  the  Department  of  Transportation's  market  for  integration  is  expected  to  grow  at 
a CAGR  of  7.5%  from  FY  1997  to  FY  2002.  Growth  in  the  professional  services 
segment  is  anticipated  at  9.7%  as  the  market  grows  from  $26.4  million  in  FY  1 997  to 
$42  million  in  FY  2002.  The  other  segments  are  expected  to  hover  around  7%  growth. 
Overall,  spending  for  SI  at  the  Department  of  Transportation  is  expected  to  reach 
$763.4  million  in  FY  2002,  up  from  $532.4  million  in  FY  1997. 


The  defense  agencies  are  expected  to  experience  far  slower  growth  in  the  systems 
integration  area  than  the  civilian  agencies.  Overall,  defense  spending  for  systems 
integration  is  expected  to  grow  at  a compound  annual  growth  rate  of  1 .9%  from  FY 
1997  to  FY  2002.  Professional  services  will  grow  from  $327.5  million  in  FY  1997  to 
$404  million  in  FY  2002  at  a rate  of  4.3%.  Negative  growth  is  expected  in  the 
software  and  “other'’  subsegments.  Spending  on  systems  integration  by  agencies 
within  the  Department  of  Defense  is  shown  in  Exhibit  1 1 . 


Exhibit  11 


Systems  Integration  Market  - Defense  Agencies 
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The  military  agencies  will  exhibit  far  greater  SI  market  growth  than  the  other  defense 
agencies  over  the  next  five  years.  The  Army’s  expenditures  on  systems  integration  are 
expected  to  rise  from  $227  million  in  FY  1997  to  $268  million  in  FY  2002  at  a CAGR 
of  3.4%.  This  growth  is  enhanced  by  the  strong  professional  services  segment,  with  a 
CAGR  of  6%  over  the  next  five  years. 

The  Air  Force  SI  market  is  expected  to  follow  the  Army’s  SI  market  relatively  closely, 
exhibiting  stronger  growth  in  the  software  and  “other"  segments  and  relatively  the 
same  growth  in  the  professional  services  segment.  Hardware  remains,  however,  the 
largest  segment  of  the  Air  Force  systems  integration  market. 

Negative  growth  is  expected  in  the  Defense  Information  Systems  Agency  (DISA)  as 
well  as  the  conglomeration  of  other  non-military  DoD  agencies.  DISA's  SI 
expenditures  are  expected  to  fall  at  a rate  of  -0.2%  over  the  next  five  years,  from  $143 
million  in  FY  1997  to  $142  million  in  FY  2002.  Negative  growth  in  these  areas  is 
influenced  by  the  downsizing  trend  occurring  in  the  Department  of  Defense.  In  recent 
years,  DoD  agencies  have  experienced  significant  cuts  in  program  budgets,  resulting  in 
less  demand  for  systems  integration  services. 

Overall,  however,  the  systems  integration  market  in  the  federal  government  remains  a 
strong  component  of  the  overall  IT  budget.  With  the  move  of  agencies  to  distributed 
environments,  COTS  products  and  doing  “more  with  less,’’  systems  integrators  are 
needed  to  ensure  system  compliance  and  functionality.  The  government  is  faced  with 
the  challenge  of  having  fewer  and  fewer  in-house  resources  which  can  do  integration 
work  and  the  result  is  a rather  large  market  for  vendors  who  can  offer  cost-effective 
and  timely  integration  solutions. 


F 

Total  Outsourcing  Market 

The  total  federal  market  for  outsourcing  services  is  presented  in  Exhibit  12.  As 
shown,  both  the  government-owned  and  contractor-owned  segments  are  expected  to 
experience  healthy  compound  annual  growth  rates  exceeding  7%  over  the  next  five 
years.  Outsourcing  is  an  up  and  coming  market  in  the  federal  government.  As  agency 
human  resources  diminish,  contractors  will  be  called  upon  to  fill  those  gaps  left  behind 
in  many  ways,  including  responsibility  for  taking  over  part  of  the  agency  business 
function. 
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Exhibit  12 


Federal  Outsourcing  Market 
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G 

Outsourcing  Market  by  Agency 

Exhibit  13  shows  the  outsourcing  market  broken  down  to  the  civilian  agency  level. 
Again,  GSA  appears  abnormally  higher. 
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Exhibit  13 


Federal  Outsourcing  Market  - Civilian  Agencies 
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Exhibit  14  shows  the  outsourcing  market  for  defense  agencies. 
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Exhibit  14 


Federal  Outsourcing  Market  - Defense  Agencies 


Source:  INPUT 


H 

Total  Enterprise  Resource  Planning  Market 

In  FY  97,  the  federal  enterprise  resource  planning  (ERP)  market  was  expected  to  reach 
$984  million.  This  figure  includes  both  product  sales  and  services  to  support  process 
reengineering  efforts.  Civilian  agencies  accounted  for  60%  of  all  federal  ERP 
spending,  at  $585  million. 

The  federal  ERP  market  is  expected  to  experience  steady  growth  over  the  next  five 
years,  reaching  $2.2  billion  by  FY  02.  Approximately  20%  of  the  overall  federal  ERP 
market  will  be  used  for  human  resources  hardware,  software  and  services.  This 
represents  about  $197  million  for  FY  97.  System  software  makes  up  approximately 
7.4%  of  the  overall  ERP  market,  or  $73.6  million  for  FY  97. 

The  Federal  ERP  Market  for  FY  96,  FY  97  and  FY  02  is  represented  in  Exhibit  15. 
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Exhibit  15 


Federal  ERP  Market  ($M) 
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Enterprise  Resource  Planning  Market  by  Agency 

Exhibits  1 6 and  1 7 show  the  federal  market  for  Enterprise  Resource  Planning 
solutions  for  the  top  five  civilian  agencies  and  the  Defense  agencies  respectively. 
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Exhibit  16 


Federal  ERP  Market  - Top  5 Civilian  Agencies 
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Exhibit  17 


Federal  ERP  Market  - Defense  Agencies 
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Market  Focal  Areas 


The  federal  government  is  in  a state  of  change.  This  change  is  not  just  organizational 
in  nature,  but  it  also  represents  a refocusing  of  the  way  agencies  do  business.  Much  of 
this  change  had  been  governed  by  recent  trends  such  as  the  downsizing  of  the  federal 
workforce  as  well  as  the  Administration's  attempts  to  move  information  technology 
into  the  federal  business  process  through  initiatives  such  as  NPR.  In  any  case,  the 
way  government  accomplishes  goals  through  the  deployment  of  technology  solutions  is 
one  of  the  greatest  challenges  of  Chief  Information  Officers,  government-wide. 

Increasing  demand  for  business  process  reengineering  in  the  federal  government  has 
resulted  in  more  demand  on  contractors  to  get  involved  with  agencies  on  a 
“partnership”  basis.  The  contractor  plays  a key  role  in  “back-filling”  functions  which 
the  government  is  no  longer  capable  of  maintaining  itself.  This  especially  holds  true 
with  technology.  Recent  trends  in  the  IT  realm  include  procurement  reform,  the  move 
of  agencies  toward  purchasing  commercial-off-the-shelf  and  distributed  computing. 
Each  of  these  trends  sparks  more  demand  for  contractor  support,  including  the  support 
of  systems  integrators  capable  of  using  services  to  tie  together  hardware  and  software 
in  a functional  way. 

Services  will  be  key  to  federal  business  in  the  next  five  years.  As  agencies  look  for 
“solutions”  to  their  IT  needs,  services  such  as  systems  integration,  outsourcing  and 
high-level  professional  services  - including  consulting,  education,  training,  and 
software  development  - will  be  key  components  to  ensuring  that  the  agencies'  needs 
are  met.  The  market  is  shifting.  Companies  which  have  historically  been  confined  to 
the  commercial  market  are  finding  a federal  niche;  consulting  firms,  especially  the  Big 
6,  are  discovering  that  their  services  are  deployable  in  the  IT  realm;  and  software 
providers  are  now  bundling  their  services  as  part  of  a package.  All  of  these  market 
movements  redefine  the  competitive  playing  field. 

The  following  sections  seek  to  break  down  the  market  for  these  services  through  an 
assessment  of  the  current  environment  as  well  as  anticipated  opportunities. 
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A 

Systems  Integration 

Systems  integration  is  used  widely  throughout  the  federal  government.  Each  agency 
has  a different  mission  and  therefore  different  integration  requirements.  A recent 
INPUT  study  focused  on  the  ability  of  systems  integrators  to  meet  the  needs  of  their 
federal  agency  customers.  INPUT  conducted  a survey  of  all  federal  agencies.  Exhibit 
1 8 shows  the  different  uses  for  systems  integration  services  currently  in  the  federal 
government. 


Exhibit  1 8 


Nature  of  Integration  Requirements 


Source:  INPUT 


80%  of  all  agency  officials  surveyed  responded  that  all  of  the  above  listed 
requirements  are  driving  systems  integration  contracts  in  their  respective  agencies. 

The  conclusion  can  be  made  that  systems  integration  is  an  integral  part  of  successful 
information  technology  deployments  at  most  federal  agencies.  A large  number  of 
federal  agencies  are  currently  using  the  services  of  a systems  integrator  and  plan  to 
continue  contracting-out  this  function  in  the  future.  The  onus  is  therefore  placed  on 
the  contractor  to  prove  itself  worthy  of  this  future  business.  The  opportunity  is  there. 
It  is  now  just  a matter  of  who  will  offer  the  best  solution. 

There  are  also  some  environmental  factors  which  will  influence  the  amount  of  systems 
integration  a particular  agency  outsources  to  a vendor.  Most  agencies  see  computer 
security  as  one  of  the  largest  driving  forces  in  the  systems  integration  market.  The 
need  to  conduct  business  electronically  and  the  reliance  on  electronic  commerce  for 
core  agency  functions  has  placed  a greater  demand  on  the  vendor  community  to  ensure 
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data  security.  Agencies  rated  computer  security  a 3.9  on  a 1 to  5 scale  in  terms  of  its 
importance  in  the  future.  Systems  integrators  will  be  called  upon  to  provide  this 
security. 

Also,  agencies  see  the  migration  to  open  systems  as  a major  factor  which  influences 
systems  integration  requirements.  As  agencies  shift  to  COTS  software  and  more 
timely  and  cost-effective  technologies,  focus  is  shifted  from  closed  systems  and 
proprietary  software  to  open  systems  with  distributed  platforms.  These  platforms 
have  proven  to  be  more  flexible  and  desirable  to  the  federal  government.  This 
migration  will  require  a large  degree  of  integration  services  which  agencies  foresee  as 
a major  opportunity  for  the  private  sector. 

Ratings  of  the  importance  various  environmental  criteria  will  have  on  the  level  of 
outsourced  SI  business  are  presented  in  Exhibit  19. 

Exhibit  19 

Importance  of  Environmental  Trends  on  Projected  SI  Usage 


Average  Importance  Rating  (1  to  5) 

Source:  INPUT 

Exhibit  20  lists  overall  agency  perception  of  the  role  of  systems  integration  vendors. 
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Exhibit  20 


Perceived  Roles  of  Systems  Integration  Vendors 


A Supplier  of  Agreed  Services 


An  Agent  of  Change 


Source:  INPUT 


Systems  integration  vendors  have  made  some  progress  towards  becoming  key  partners 
to  their  clients.  However,  they  are  still  primarily  perceived  to  be  suppliers  of  services 
rather  than  business  advisors  or  agents  of  change. 


Vendors  need  to  become  more  involved  with  the  business  problems  of  the  agencies  and 
less  concerned  with  purely  technical  considerations.  They  will  need  to  work  closely 
with  their  clients  to  achieve  the  desired  results,  including  reconunending  ways  in  which 
their  clients  can  gain  business  advantage  through  use  of  IT,  rather  than  waiting  to  be 
asked  for  technical  assistance. 


The  business  and  technical  environments  in  which  organizations  trade  are  now  moving 
rapidly.  This  means  that  systems  integration  vendors  must  become  active  partners 
rather  than  support  service  suppliers.  The  systems  integrator  must  take  much  more 
responsibility  for  its  clients'  business  circumstances  and  not  just  be  an  onlooker  who 
provides  a narrow  range  of  agreed  sen/ices.  This  necessitates  a high  level  of 
interaction  with  agencies. 

Outsourced  systems  integration  originally  evolved  out  of  the  ability  of  vendors  to  offer 
a cost-effective  way  for  agencies  to  implement  information  technology,  while  taking 
the  integration  burden  off  the  agency  itself.  In  an  age  when  the  government  is  smaller 
than  ever  before,  this  is  again  being  re-emphasized. 
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There  is,  however,  a new  emphasis  being  placed  on  the  award  of  systems  integration 
contracts  — past  performance.  More  than  ever  before,  agencies  are  relying  on  past 
performance  evaluations  as  part  of  their  vendor  selection  criteria  in  many  areas 
including  SI. 

Cost  is  also  a major  issue  for  most  agencies.  Vendors  are  proving  that  they  can  offer 
savings  to  agencies  on  systems  integration  contracts.  This  will  drive  the  trend  of 
outsourcing  functions  such  as  integration  in  the  future.  The  private  sector  is  a worthy 
low-cost  alternative  for  technology  integration  needs. 

The  SI  market  is  growing.  The  government  is  downsizing.  Vendors  are  offering  cost- 
effective  and  technologically  advanced  solutions.  The  key  to  success  will  be  ensuring 
that  the  government  meets  its  goals  and  requirements  through  the  successful 
implementation  of  information  technology  into  the  business  process.  The  role  of 
integrators  in  this  venture  is  key. 

There  are  a vast  number  of  systems  integration  vendors  in  the  federal  market.  Exhibit 
21  shows  the  presence  of  the  top  10  federal  systems  integration  vendors,  government- 
wide. 
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Exhibit  21 

Presence  of  the  Top  10  SI  Vendors 
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Presence  of  the  Top  10  SI  Vendors  (cont.) 
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There  have  been  some  recent  federal  systems  integration  contracts  which  include 
enterprise-level  sen/ices.  Perhaps  one  of  the  most  prevalent  is  the  Defense  Enterprise 
Integration  Services  II  contract,  which  was  awarded  to  CSC,  BDM.  EDS,  Lockheed 
Martin.  Unisys  and  Boeing  in  July  1996.  The  DEIS  teams  include: 

CSC  - Andersen  Consulting.  SAIC 
EDS  - Coopers  & Lybrand 

Lockheed  Martin  - Booz-Allen  & Hamilton,  KPMG  Peat  Marwick 
Unisys  - AMS 

DEIS  II  provides  services  to  assist  in  the  migration  of  the  Department  of  Defense  from 
legacy  systems  to  the  Defense  Information  Infrastructure’s  Common  Operating 
Environment.  Select  DEIS  II  services  include: 

• BPR 

• Functional  Process  Improvement 

• Change  Management/Metrics 

• Legacy  Systems  Assessment 

• Migration  Strategies 

• Prototyping  - ‘"Proofs  of  Concept" 

• Software  Development  and  Implementation 

• Integration  Engineering 

• Electronic  Commerce 

• Electronic  Records  Management 

• Web  Technologies 

» Executive  Decision  Support 

• Integration  Decision  Papers 

• Tactical  Integration  Plans 

• Evolution  to  Multi-Tiered  Open  Systems  Environment 
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The  Department  of  Defense  currently  feels  that  the  DEIS  II  contract  will  be 
recompeted  after  all  option  years  are  exercised.  This  will  be  discussed  further  in  the 
upcoming  sections. 

Following  are  the  major  federal  systems  integration  opportunities,  which  are  currently 
active: 

1.  Management  Information  Systems  Technical  Support  III 
Department  of  the  Air  Force 
$650  M 

The  Air  Force  has  an  ongoing  requirement  for  management  information  systems 
technical  support  (MISTS).  Communications,  computer  system  development, 
implementation  and  operations  services  are  to  be  provided  to  20  bases  as  well  as  other 
key  Air  Force  installations. 


2.  Base  Level  System  Modernization  Global  Combat  Support  System 
Department  of  the  Air  Force 
$900  M 

Lockheed  Martin  Federal  Systems  currently  performs  integration,  system  engineering 
and  software  development  in  the  modernization  of  standard  Air  Force  information 
systems. 

The  current  systems  consist  of  13  million  lines  of  predominately  COBOL  code, 
running  on  Unisys  2200-series  and  Wang  VS  computers.  These  systems  require 
reengineering  to  Ada  and  an  open  system  operating  environment. 

The  modernization  will  involve  code  translation,  software  and  database  reengineering 
(including  data  standardization  and  data  integration),  technical  modernization  and 
functional  process  improvement  in  accordance  with  DOD  8020. 1-M. 


3 .  FIP  Infrastructure  Services  Recompete 
Department  of  Defense,  DFAS 
$166  M 

The  Defense  Finance  and  Accounting  Service  (DFAS)  has  an  ongoing  requirement  for 
federal  information  processing  (FIP)  infrastructure  services.  The  current  contract  with 
Unisys  provides  systems  integration  services  and  support  for  the  analysis  and 
installation  of  the  DFAS  technical  infrastructure. 
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4.  Defense  Enterprise  Integration  Sen/ices  III 
Department  of  Defense 
$3  B 

The  Defense  Information  Systems  Agency  (DISA)  intends  to  acquire  follow-on 
services  to  satisfy  its  requirement  for  Defense  Enterprise  Integration  Services  (DEIS 
and  DEIS  II)  to  provide  a wide  range  of  integration  services,  such  as  migration 
strategies,  assessment  support,  prototyping  and  testing  and  integration  engineering. 


5.  Office  Automation  Recompetition 
Department  of  State 
$841  M 

The  Bureau  of  Administration  has  a requirement  for  hardware,  software  and 
maintenance  services  support  to  fulfill  a continuing  requirement  for  an  integrated 
family  of  information  processing  systems. 


6.  En  Route  Software  Development  and  Support 
Department  of  Transportation 
$210  M 

The  Federal  Aviation  Administration  (FAA)  has  continuing  requirements  for  all  the 
necessary  qualified  personnel,  facilities,  materials  and  services  for  software 
development  and  deployment  support  for  the  En  Route  subsystems  within  the  National 
Airspace  System  (NAS). 


7.  Automated  Commercial  Environment  Modernization 
Department  of  the  Treasury 
$350  M 

The  Department  of  Treasury's  U.S.  Customs  Service  (USCS)  has  a requirement  for 
services  to  upgrade  its  automated  commercial  environment  (ACE).  ACE  is  a 
computer  system  that  tracks  consumer  products  as  they  are  imported  into  the  U.S. 
This  system  is  designed  to  reduce  paperwork  and  speed  up  Customs  clearance  of 
imported  goods,  especially  for  routine  shipments. 

B 

Outsourcing 


Outsourcing,  the  transfer  of  in-house  support  functions  to  outside  providers,  is  a 
popular  movement.  Historically,  the  providers  have  been  from  the  private  sector. 
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The  privatization  of  routine  non-core  activities  such  as  data  processing,  personnel  and 
payroll  systems  has  been  encouraged  by  previous  Administrations  as  a way  to 
downsize,  save  money  and  focus  on  mission  requirements. 

More  agencies  have  begun  to  outsource  higher-level  functions  than  ever  before. 
Business  operations  outsourcing  is  an  area  which  deals  with  the  contracting-out  of  a 
core  piece  of  the  agency's  function.  Many  of  the  higher  level  consulting  firms  and 
large  professional  sen/ices  companies  have  developed  marketing  plans  for  performing 
these  types  of  functions.  Under  new  guidance  from  the  administration  to  deploy  “best 
commercial  practices,”  many  agencies  have  taken  to  leaving  some  parts  of  the  IT 
function  up  to  the  contractor  to  maintain. 

Currently,  there  are  a large  number  of  vendors  doing  outsourcing  work  in  the  federal 
market.  The  top  outsourcing  vendors  are  listed  below  with  their  agency  presence 
noted: 
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Exhibit  22 


Presence  of  the  Top  10  Outsourcing  Vendors 
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Most  of  these  historical  contracts  are  facilities  management-type  outsourcing 
endeavors.  Agencies  are  now  taking  more  of  an  interest  in  actually  outsourcing  part  of 
their  business  functions.  This  has  led  to  many  ERP  applications  vendors,  such  as 
PeopleSoft  and  Oracle,  taking  an  interest  in  the  outsourcing  market.  PeopleSoft  has 
announced  a business  unit  geared  specifically  toward  outsourcing.  The  services 
include  IT  outsourcing,  or  the  use  of  a third  part}'  to  oversee  a company’s  networks, 
hardware,  and  software.  Oracle  has  also  started  its  outsourcing  unit.  Coupled  with 
this  fact  is  the  trend  toward  high-level  services  vendors,  such  as  those  who  provide 
BPR  consulting,  taking  a closer  look  at  the  market. 


There  are  numerous  outsourcing  opportunities  currently  in  the  works  at  various  federal 
agencies,  some  of  which  are  listed  below: 
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1.  Scientific  and  Information  Technology  Evaluation  Support 
Department  of  the  Air  Force 
$200  M 

The  Air  Force  Technical  Applications  Center  (AFTAC)  has  a requirement  for 
scientific  and  information  technology  support  (AS ITS)  to  support  them  in  performing 
their  mission.  This  opportunity  will  provide  advisory  and  assistance  services  (A&AS) 
in  three  categories: 

• Management  and  Professional  Support  Services 

• Studies,  Analyses  and  Evaluations 

• Engineering  and  Technical  Services 

The  effort  will  be  performed  primarily  at  the  contractors'  facility.  Services  have 
previously  been  provided,  most  recently  on  the  AFTAC  Technical  Engineering  and 
Management  Support  3 (ATE AMS  3)  contracts. 


2.  Professional  Administrative  and  Management  Support  Services 
Department  of  the  Army 
$60  M 

The  National  Guard  Bureau  has  ongoing  requirements  for  technical  and  business 
support  services.  These  services  include  software  definition  and  design,  business 
applications  development  and  maintenance,  risk  analysis,  facilities  management, 
scientific  engineering  applications,  along  with  various  other  support  services. 


3.  Advanced  Research  Center 
Department  of  the  Army 
$240  M 

The  objective  of  this  effort  is  to  provide  the  framework  to  establish,  implement  and 
operate  the  ARC  as  a research  facility  that  allows  ARC  customers  the  capability  to 
examine  their  requirements  by:  (1)  serving  as  a focal  point  for  USASSDC  and  the 
Program  Executive  Office-Army  Missile  Defense  (PEO-AMD)  or  other  government 
agencies,  and  contractors  conducting  research,  development,  integration  and  test, 
verification  and  validation,  analysis  and  operational  concept  studies;  (2)  supporting 
experimentation,  exercises  and  evaluation  of  advanced  computing  hardware/software 
and  (3)  providing  the  resources  to  develop,  evaluate  and  demonstrate  advanced  space 
or  missile  defense  warfighter  concepts. 
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4.  Wholesale  Logistics  System  Modernization 
Department  of  the  Army 
$1  B 

The  Army  Material  Command  (AMC)  has  a requirement  for  modernization  support 
services  for  the  wholesale  logistics  management  system.  This  opportunity  will  explore 
alternatives  to  modernize  processes,  practices  and  information  technology  for  AMC's 
wholesale  logistics  management  system.  The  intent  of  this  opportunity  is  to  explore 
the  application  of  best  commercial  practices  and  associated  information  technology. 

Currently  the  wholesale  logistics  management  system  consists  primarily  of  the 
Commodity  Command  Standard  System  (CCSS),  the  Standard  Depot  System  (SDS) 
and  associated  applications. 

This  opportunity  will  be  required  to  do  the  following: 

• Sustain  and  transition  the  current  legacy  system 

• Provide  for  the  adoption  of  the  best  relevant  commercial  logistics  processes 

• Implement  and  sustain  a state-of-the-art  commercial  information  system  to  support 
those  processes 


5 .  System  Development  and  Maintenance 
Department  of  Commerce,  Patent  & Trademark  Office 
$540  M 

The  system  development  and  maintenance  (SDM)  contractors  provide  support  services 
to  develop,  modify,  maintain  and  enhance  automated  information  systems  that  support 
all  PTO  business  functions.  The  contracts  may  also  be  used  to  identify  and  acquire 
commercial-off-the-shelf  (COTS)  software  products  not  available  through  other 
sources  and  all  other  incidental  hardware  or  software  needed  to  support  system 
development  and  maintenance.  AlS-specific  integration,  engineering  and  technical 
support  and  security  activities  are  within  the  scope  of  this  contract.  System 
engineering  and  technical  assistance,  information  technology  product  assurance;  end- 
user  operational  support  and  computer  facilities  management,  and  production 
hardware  and  software  are  not  within  the  scope  of  this  contract. 


6.  Educational  Resources  Information  Center  Facility  Follow-On 
Department  of  Education 
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$52  M 

The  Office  of  Educational  Research  and  Improvement  (OERI)  has  a continuing 
requirement  for  the  operation  and  maintenance  of  the  Educational  Resources 
Information  Center  (ERIC)  facility. 


7.  Facilities  Administration  and  Information  Resources  Recompete 
Environmental  Protection  Agency 
$75  M 

The  current  contract  requires  end  user  services  including  helpdesk,  training,  facilities 
administration  and  visual  information  support.  Also  required  are  systems  hardware 
and  software  operations  and  maintenance  including  minor  enhancements  to  existing 
systems  maintained  under  this  program. 


8.  HCFA  Data  Center  Facility  Management  Services  Recompete 
Department  of  Health  and  Human  Services.  HCFA 
$58  M 

This  opportunity  will  provide  ongoing  data  center  support  services  including  planning 
and  support,  facility  management,  facility  operation,  system  programming  operations, 
user  service  operations,  data  communications,  hardware  maintenance,  acquisition 
support  and  user  guide  documentation. 


9.  NASA  HQ  IR&MS  Recompete 
NASA,  Goddard  Space  Flight  Center 
$181  M 

Currently,  Boeing  provides  the  National  Aeronautics  and  Space  Administration 
(NASA)  Headquarters  with  Federal  Information  Processing  (FIP)  resources  in  support 
of  operations,  agency  missions  and  programs. 

Boeing  also  assists  NASA  personnel  in  planning,  developing,  implementing, 
overseeing  and  evaluating  information  resources  management  activities  within  the 
agency,  its  programs  and  at  headquarters. 

Finally,  Boeing  is  currently  responsible  for  operating  and  maintaining  existing 
headquarters  FIP  resources  and  for  planning,  defining,  designing,  developing, 
acquiring,  implementing,  sustaining,  operating  and  maintaining  all  new  headquarters 
FIP  resources  and  enhancements  and  upgrades  to  existing  FIP  resources.  This 
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opportunity  is  a follow-on  to  the  Boeing  contract. 


10.  En  Route  Software  Development  and  Support 
Department  of  Transportation,  FAA 
$210  M 

The  Federal  Aviation  Administration  (FAA)  has  continuing  requirements  for  all  the 
necessary  qualified  personnel,  facilities,  materials  and  services  for  software 
development  and  deployment  support  for  the  En  Route  subsystems  within  the  National 
Airspace  System  (NAS). 


1 1.  Information  Technology  Omnibus  Procurement  II 
Department  of  Transportation 
$10  B 

The  Department  of  Transportation  (DOT),  Transportation  Administrative  Service 
Center  (TASC)  intends  to  acquire  continued  support  services  related  to  Information 
Resource  Management  (IRM).  This  opportunity  is  a follow-on  to  the  Information 
Technology  Omnibus  Procurement  (ITOP)  contracts. 


Many  of  these  opportunities  follow  along  the  same  lines  as  the  ICE-MAN  contract, 
which  was  a relatively  new  concept  to  the  market  when  it  was  introduced. 

The  ICE-MAN  contract  and  others  like  it  fall  into  the  outsourcing  category,  which,  in 
essence,  is  the  use  of  non  in-house  resources  to  meet  particular  needs.  In  this  case,  the 
non-in-house  resources  were  those  of  another  federal  agency.  It  is  not  new  for 
agencies  to  have  cross-service  agreements  in  data  processing  and  computer  functions 
and  the  USDA  has  been  especially  active  in  this  area.  The  FAA  claims  to  have 
carefully  considered  letting  agencies  compete  against  vendors  and  to  have  conducted  a 
thorough  procurement  process  for  ICE-MAN.  They  were  satisfied  that  USDA’s  past 
performance  and  technical  ability  was  equal  to  private  vendors  who  were  bidding  and 
the  USDA  was  selected  on  the  basis  of  price. 

The  issue  of  unfair  competition  is  raised  by  those  who  feel  that  outsourcing  bids  issued 
by  government  agencies  do  not  reflect  the  true  costs  involved  and  that  there  is  no 
formula  or  standard  in  place  for  a fair  accounting  of  agency  costs.  An  example  is 
government  agencies  not  being  required  to  factor  tax  costs  into  their  bids.  Private 
firms  must  strictly  account  for  overhead  costs  such  as  employees,  facilities  and 
equipment.  These  expenses  are  less  easy  to  identify  in  a government  agency.  In 
theory,  the  taxpayers  may  be  subsidizing  an  agency  to  outbid  a vendor. 
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Questions  have  also  been  raised  concerning  the  ability  of  agencies  to  effectively  judge 
past  performance  of  other  agencies.  Private  companies  are  uneasy  about  competing 
against  their  customers  and  worry  that  agencies  will  have  proprietary  cost  and  pricing 
data  from  the  bid  submissions  of  companies. 

Another  area  of  uncertainty  is  failure  to  perform.  Are  government  agencies  subject  to 
the  same  contractual  terms  and  conditions  as  private  contractors?  If  penalties  are 
assessed  or  if  the  contractor  is  terminated,  are  the  costs  passed  on  to  the  taxpayers? 

A final  consideration  is  the  magnitude  of  the  ICE-MAN  procurement,  raising 
questions  about  USDA's  ability  to  meet  the  expected  performance  criteria. 

The  main  arguments  for  outsourcing  to  private  industry  are: 

• Industry  suppliers  are  more  likely  to  have  the  latest  technology  since  they  are  in 
the  competitive  arena  and  their  technology  will  be  more  promptly  updated. 

• Government  agencies  usually  lag  behind  in  technology  and  could  leap  ahead  by 
using  private  sector  expertise.  Agency  staffs  should  be  concentrating  on  the 
mission  of  the  agency. 

• Cost  savings  will  result.  Agencies  can  rid  themselves  of  facilities  and  avoid 
investing  in  new  facilities  of  their  own.  An  outside  contractor  must  operate  more 
efficiently  to  survive  in  the  competitive  environment. 

• Free  from  the  distractions  of  routine  management  operations,  a government  agency 
is  better  able  to  plan  ahead  and  focus  on  its  core  mission  area  of  responsibility. 

Those  who  interpret  outsourcing  to  mean  outsourcing  to  private  industry  are  obviously 
disturbed  by  ICE-MAN  and  regard  it  as  a contradiction  to  the  outsourcing  movement 
and  philosophy. 

Supporters  of  competition  involving  federal  agencies  argue  that  their  main  interest  is 
finding  the  best  value  and  performance  for  taxpayers  regardless  of  who  performs  the 
work.  Other  main  points  are: 

• The  whole  thrust  of  government  reinvention  and  procurement  reform  has  been  to 
encourage  government  agencies  to  adopt  modem  business  methods,  cut  costs  and 
become  more  efficient.  Competing  for  business  from  other  agencies  is  seen  as  a 
natural  outcome  of  this  movement. 

• Agencies  with  special  expertise  and  excess  capacity  should  be  allowed  to  compete 
for  business  from  other  agencies. 

• The  franchise  fund  program  sanctions  and  encourages  agencies  to  seek  contracts 
from  other  agencies. 
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• Protection  from  excessive  agency  competition  is  provided  by  existing  policies  and 
statutes  which  give  appropriate  guidance  for  competitive  public  offers  and 
properly  restrict  the  federal  government's  involvement  in  the  private  economy. 

• Valuable  public  employees  are  retained  and  not  displaced  to  the  private  sector. 

H.R.  716,  "Freedom  from  Government  Competition  Act  of  1997,”  introduced  in 
February,  addresses  outsourcing  and  would  impact  public/private  competition.  This 
bill  requires  that  the  federal  government  procure  from  the  private  sector  the  goods  and 
services  necessary  for  the  operations  and  management  of  certain  government  agencies 
and  for  other  purposes.  H.R.  716  is  currently  in  committee. 

H.R.  885,  also  introduced  in  February  1997,  is  a bill  to  prohibit  any  Executive  Branch 
agency  from  entering  into  any  service  contract  if  the  services  procured  under  the 
contract  can  be  performed  at  a lower  cost  by  employees  of  the  agency.  The  bill  would 
require  federal  agencies  to  conduct  cost  comparisons  using  OMB  Circular  A-76  before 
awarding  any  work  to  outside  contractors,  even  work  that  is  currently  contracted,  if 
that  work  could  be  performed  by  federal  employees.  Clearly  aimed  at  limiting 
outsourcing  to  the  private  sector,  this  bill  would  also  affect  government  agencies  who 
seek  contracts  from  other  agencies.  H.R.  885  is  also  currently  in  committee. 

This  legislation  stands  to  have  some  major  impacts  on  the  vendor  community.  If 
allowed  to  happen,  agency  bidding  will  add  a significant  amount  of  competition  to  the 
market  and  many  vendors  may  not  be  able  to  stand  up  to  some  of  the  prices  which 
agencies  bid.  Also,  public  competition  will  call  into  question  the  use  of  the  taxpayer 
dollar.  If  agencies  are  running  on  excess  HR  capacity  and  that  capacity  is  significant 
enough  to  be  able  to  take  on  the  work  of  other  agencies,  is  there  a hint  to  the  public 
that  their  tax  dollars  are  being  mismanaged? 

However,  if  public-private  competition  is  banned,  will  vendors  have  free  reign  to  raise 
prices?  All  of  these  are  issues  which  Congress  is  currently  considering  in  their 
evaluation  of  the  proposed  legislation. 


Enterprise  Resource  Planning 

The  federal  professional  services  market  is  growing  at  a healthy  rate.  Part  of  this 
growth  is  attributed  to  a new  breed  of  services  being  offered  in  the  marketplace  - 
enterprise  application  support.  These  are  primarily  “high-level”  services  which  are 
geared  toward  the  enterprise  in  support  of  their  software  applications.  In  other  words, 
when  an  agency  overhauls  a system  and  implements  a new  enterprise  solution,  services 
such  as  consulting,  design,  training,  software  development,  and  process  management 
are  needed  to  assist  the  agency  in  adapting  to  the  new  system.  This  area  has  come  to 
be  known  in  the  commercial  world  as  Enterprise  Resource  Planning  (ERP)  and  is 
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rapidly  taking  hold  in  the  federal  market,  as  discussed  in  Chapter  4.  This  is  due  to  a 
number  of  factors  which  will  be  discussed  in  the  next  sections.  One  fact  is  certain. 

For  the  future,  where  there  are  enterprise  applications,  there  will  be  sendees  to  support 
those  applications.  Whether  it  is  training  or  business  process  reengineering,  the 
senrees  aspect  of  the  ERP  market  will  be  one  to  watch. 

There  is  a trend  in  the  federal  market  which  will  play  heavily  into  future  business: 
most  organizations  deploying  ERP  software  applications  are  looking  for  a large 
amount  of  services  bundled  with  the  application.  Much  of  that  bundling,  in  recent 
years,  has  involved  high-level  consulting  organizations  such  as  the  Big  6.  The  only 
hindrance  may  be  the  decision  by  software  vendors  to  offer  services  themselves,  such 
as  in  the  case  of  SAP.  Many  of  SAP's  clients  for  the  software  application  have  also 
used  SAP  for  training,  consulting  and  business  process  reengineering  services.  On  the 
whole,  however,  the  trend  toward  “solution  partnerships"  is  one  of  the  most  prominent 
in  the  federal  marketplace. 

Many  ERP  clients  have  cited  that  they  are  looking  at  their  solutions  providers  as  an 
extension  of  their  own  IT  staffs.  As  a result,  buyers  are  demanding  product  expertise 
and  experience  when  selecting  a solutions  provider  or  a solutions  team.  The  latter  is 
expected  to  be  the  more  prevalent  case.  No  single  vendor  can  "do  it  all"  anymore. 
Well-rounded  teams  ensure  that  all  aspects  of  solutions  deliver}'  are  covered. 

In  a recent  study  by  Information  Week  of  the  corporate  sector,  an  overwhelming 
percentage  of  IT  managers  stated  that  their  prime  selection  criteria  for  enterprise 
applications  are  the  expertise  of  the  vendors  and  their  teams  as  well  as  the  availability 
of  those  vendor  skills. 

One  of  the  leading  examples  of  this  change  in  the  federal  market  toward  the 
“solutions"  approach  is  the  recent  award  of  the  Integrated  Financial  Management 
System  (IFMS)  contract  to  KPMG  Peat  Marwick.  The  award,  made  by  NASA, 
reflects  a movement  toward  vendors  who  offer  high  level  IT  services  coupled  with  a 
level  of  process  reengineering  and  change  management.  Most  often  these  days,  this 
level  of  service  can  be  provided  by  companies  such  as  the  Big  6. 

KPMG  Peat  Marwick,  historically  known  for  its  business  consulting  expertise,  has 
tapped  into  a new  federal  market  area  - one  which  emphasizes  new  enterprise 
applications  but  also  requires  a degree  of  process  reengineering  to  enhance  the 
solution.  The  impact  of  business  process  reengineering  on  the  federal  government  will 
be  discussed  further  in  a later  section.  For  now,  however,  it  is  important  to  note  that 
this  award  to  a consulting  firm  as  the  prime  was,  in  fact,  something  relatively  new. 
Another  new  aspect  is  that  the  contract  involves  a high  degree  of  commercial-off-the- 
shelf  software.  The  government  has  been  moving  more  to  COTS  solutions  in  the  last 
few  years  after  procurement  reforms  highlighted  these  new  cost-effective  and  timely 
ways  of  implementing  new  technology. 
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The  dilemma  is  how  to  make  COTS  solutions,  which  are,  in  fact,  more  cost-effective 
and  easy  to  maintain,  run  on  existing  platfonns  and  fit  into  current  processes.  The 
argument  of  many  consulting  companies  is  that  the  process  should  fit  the  technology 
and  not  vice  versa.  Consultants  are  increasingly  called  upon  to  implement  BPR  as 
well  as  applications.  The  NASA  contract  serves  as  a prime  example  of  coupling 
reengineering  with  technology.  Various  advantages  stem  from  this  union: 

• NASA  is  able  to  get  real-time  data  easily  when  it  is  most  needed.  The  system 
eliminates  processing  time  and  bureaucracy  fostered  by  a mainframe-based 
system. 

• The  solution  is  COTS-based.  This  enabled  NASA  to  acquire  the  software  at  a 
much  better  price  and.  consequently,  the  software  will  be  easier  and  more  cost- 
effective  to  maintain. 

• The  award  process  stressed  the  need  for  solid  teams.  One  vendor  can  no  longer 
“do  it  all.”  Well-rounded  teams  ensure  the  best  vendor  coverage  on  every  aspect 
of  the  project. 

• The  system  is  compliant  with  the  mandates  of  the  Administration.  Administration 
guidelines  have  been  put  in  place  to  ensure  system  compatibility  and  functionality. 

The  IFMP  contract  highlights  the  government's  procurement  of  a large  system  for  an 
enterprise.  However,  ERP  solutions  are  not  limited  to  just  large  organizations.  Many 
software  vendors  are  realizing  this  fact  and  are  adopting  new  strategies  aimed  at 
capturing  some  of  the  market  for  smaller  enterprise  applications. 

In  order  to  tap  into  the  smaller  enterprise  market,  many  software  vendors  will  begin  to 
offer  their  large  packages  as  components.  Baan  announced  in  February  that  it  would 
begin  to  offer  components  of  Baan  IV.  such  as  Baan  ERP  for  organizations  whose 
needs  tend  to  be  more  specialized.  Baan  plans  to  release  a “continuously  flowing 
stream  of  components"  in  an  effort  to  offer  clients  the  most  current  applications.  Baan 
is  not  the  only  vendor  which  is  expected  to  separate  its  large  offering  into  components. 
It  is  expected  that  many  other  ERP  software  providers  will  follow  suit.  This  opens  up 
a market  for  services  vendors  who  tend  to  have  a more  specialized  focus  in  terms  of 
applications  support.  A vendor  who  could  probably  not  support  the  large  enterprise 
solution  may  now  be  able  to  play  in  the  market  for  component  applications.  This  may 
mean  that  a flood  of  small  consulting  vendors  could  have  a shot  at  the  federal  market 
for  ERP  solutions. 

Another  initiative  is  the  Department  of  Defense's  Strategic  Business  Process 
Reengineering  program  (SBPR),  under  which  Abacus  Technology  Corp.,  BDM 
International,  Booz-Allen  & Hamilton,  Computer  Sciences  Corporation,  Litton/PRC, 
and  SRA  International  will  provide  consulting  and  support  services  in  an  effort  to 
assist  DoD  in  modernizing  its  information  technology  business  processes.  The 
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contract  has  a potential  value  of  $650  million  over  five  years  and  represents  the  first  of 
multiple  awards  under  the  program.  The  contract  was  awarded  in  July  1997. 

The  key  federal  ERP  software  providers  currently  playing  in  the  market  as  well  as 
some  key  partnerships  include: 

□ SAP 

SAP  has  partnerships  with: 

• Big  6 Accounting  Firms 

• Honeywell 

□ Baan 

Although  Baan  currently  has  very  little  federal  presence,  in  June  1996  they  announced 
its  entry  into  the  aerospace  and  Defense  market. 

Some  of  Baan's  partners  include: 

• Big  6 Accounting  Firms 

Ernst  & Young  assists  clients  in  implementing  their  Baan  software 
applications.  E&Y  prides  itself  on  its  business  process  reengineering  skills. 

• IBM 

• Aspect  Development 

• i2  Technologies 

• Premenos 

• Origin 

□ PeopleSoft 

Agencies  which  have  ERP  contracts  with  PeopleSoft  include: 

• EPA 

• FAA 

• NSA 

• Mint 

• USDA 

• State 

• Treasury 

• Navy 

Some  of  PeopleSoft's  major  alliance  partners  include: 

• AMS 

• Andersen  Consulting 
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• Arthur  Andersen 

• Computer  Sciences  Corporation 

• Coopers  & Ly brand 

• Deloitte  & Touche 

• Ernst  & Young 

• IBM  Global  Services 

• KPMG  Peat  Marwick 

• Price  Waterhouse 


□ JD  Edwards 

In  February  1998,  JD  Edwards  announced  that  it  would  form  an  alliance  program  with 
the  goal  of  enhancing  customer  service  levels.  The  program  includes  over  180 
business  partners  including:  Arthur  Andersen,  Coopers  & Lybrand,  Deloitte  & 
Touche,  Ernst  & Young,  KPMG  Consulting,  and  Perot  Systems.  This  alliance  adds  a 
formal  note  to  various  partnerships  which  had  developed  over  the  years. 

IBM  and  JD  Edwards  have  also  partnered  to  offer  network-based  outsourcing 
applications  and  services. 

□ ICF  Kaiser 

ICF  Kaiser  is  partnered  with: 

• Deloitte  & Touche 

□ AMS 

□ Oracle 

In  general  ERP  areas  Oracle  announced  its  new  parallel  database  solution  in  April 
1998.  The  package  includes  integrated  enterprise  solutions  for  the  effective 
management  of  data.  Components  include  a consulting  quick  start  program,  an  on-site 
technical  support  program,  a three-year  field  support  program,  and  a specialized 
education  program.  Oracle  has  partnered  with  Digital.  Sun,  HP,  and  IBM  for 
enterprise  hardware  as  well  as  Emergent  Corporation  and  Tanning  Technology 
Corporation  for  services.  Oracle  has  also  partnered  with  Indus  for  the  development  of 
an  enterprise  asset  management  system. 

There  is  currently  a major  initiative  by  the  Social  Security  Administration  to 
implement  ERP  applications: 

Enterprise  Technology  Services  Contract 
Social  Security  Administration 
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$80  M 

The  Social  Security  Administration  (SSA)  has  on-going  requirements  to  acquire 
continued  integrated  programmatic  and  administrative/management  information 
software  support  services.  This  opportunity  will  provide  support  services  to  cover  all 
stages  of  the  application  software  development  life  cycle,  with  a strong  emphasis  on 
requirements  analysis,  design,  development,  testing,  implementation,  documentation, 
and  support  of  the  programmatic  and  administrative/  management  information  needs 
of  the  agency.  Independent  verification  and  validation  (IV&V)  type  activities  will  also 
be  supported.  This  opportunity  will  support  five  major  technical  areas  within  which 
work  will  be  issued  under  this  contract.  These  technical  areas  are: 

• Application  Design.  Development  and  Maintenance 

• Data  Administration  and  Data  Base  Administration  Support 

• Software  Engineering  and  Technology 

• Emerging  Technology 

• Software  Engineering  Management. 


Despite  the  hype,  however,  there  are  still  some  major  barriers  in  this  market.  First  and 
foremost  is  budget.  For  example,  the  Department  of  Energy's  Savannah  River  nuclear 
site  has  canceled  an  order  for  SAP’s  enterprise  applications  products.  Implementation 
of  the  software  was  to  have  been  done  by  Computer  Sciences  Corporation,  whose 
services  would  have  also  included  Y2000  conversion  support.  The  primary  reason 
cited  for  cancellation  was  budget  constraints,  however,  DoE  officials  also  felt  that  the 
implementation  would  have  also  demanded  too  many  process  changes  within  the 
organization. 

This  last  point  reflects  another  major  barrier  to  change  in  the  federal  government.  The 
government  has  proved  more  resistive  to  process  reengineering  than  its  commercial 
counterpart.  Many  agencies  feel  that  the  way  they  are  doing  business  currently  is  the 
best  way  to  accomplish  mission  objectives.  They  are  less  likely  to  readily  embrace 
process  change,  which  becomes  an  important  marketing  issue  for  vendors.  Vendors 
can  not  just  bid  an  opportunity  on  price.  Contractors  must  also  assist  the  agency  in 
learning  that  there  might  be  better  ways  of  using  technology.  Proper  marketing  is  key 
to  breaking  down  the  barriers  to  change. 

1.  Human  Resources 

The  federal  market  for  enterprise  human  resource  management  solutions  is  relatively 
young.  Agencies  who  are  under  direction  to  streamline  and  restructure  have  found  that 
ERP  is  a viable  solution.  Agencies  are  beginning  to  look  for  ways  to  acquire  HR 
systems  while  not  straining  resources  including  time,  personnel  and  budget.  The  route 
many  agencies  are  beginning  to  take  is  to  use  existing  contract  vehicles  (IDIQ 
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contracts  already  in  place,  GSA  Schedules,  blanket  purchase  agreements,  etc.)  to 

acquire  the  necessary  technology. 

The  opportunity  lies  with  the  vendor  willing  to  offer  a solution  which  is  cost  and  time- 

effective  and  which  may  be  quickly  implemented. 

The  government  is  currently  facing  the  following  issues: 

• A push  by  the  Administration  to  streamline  and  downsize  - This  trend  was 
initiated  by  the  National  Performance  Review,  which  stressed  the  need  for 
technology  as  a solution  to  many  of  the  problems  faced  by  agencies.  In  recent 
years,  there  has  been  a significant  decline  in  the  amount  of  agency  personnel. 
Those  personnel  who  remain  rely  heavily  on  information  technology  to  enhance 
and  assist  with  their  normal  functions.  This  has  presented  both  a threat  and  an 
opportunity  for  vendors.  On  one  hand,  budgets  are  more  constrained  which  limits 
the  amount  and  size  of  open  procurements  conducted  by  agencies.  However,  the 
limited  amount  of  personnel  creates  demand  for  vendor  supplied  products  and 
services. 

• A need  for  quick  turnaround  in  the  procurement  process  - The  Clinger-Cohen  Act 
of  1996  changed  the  face  of  federal  procurement.  The  changes  have  dramatically 
reduced  the  time  it  takes  to  have  products  and  services  acquired  and  functional  as 
well  as  opening  up  other  procurement  channels,  such  as  government-wide 
acquisition  contracts  (GWACs),  blanket  purchase  agreements  (BPAs),  and  GSA 
Schedules.  All  in  all,  the  new  regulations  have  decreased  the  acquisition  timeline, 
allowing  agencies  to  have  necessary  technology  implemented  faster. 

• A new  set  of  procurement  guidelines  - As  stated  above,  the  new  regulations  have 
changed  the  face  of  the  federal  market. 

• Budget  constraints  - Due  to  the  downsizing  efforts  and  cost-cutting  measures, 
agencies  are  much  more  cautious  about  the  cost  and  method  of  acquiring 
technology.  The  result  has  been  increased  use  of  existing  contract  vehicles  for 
necessary  products  and  services. 

• The  need  for  new  HR  technology  - Agencies  are  gradually  adopting  the  idea  that 
human  resources  management  systems  are  a practical  and  functional  way  to 
manage  personnel  resources.  Currently,  many  agencies  are  examining  software 
solutions  but  a gradual  inclusion  of  hardware  in  the  requirements  is  anticipated. 
Civilian  agencies  are  ahead  of  Defense  agencies  in  the  process  of  migrating 
systems  to  a distributed  operating  environment  for  purposes  of  implementing  ERP 
solutions.  The  result  of  eventual  hardware  demand  will  be  a migration  from 
mainframes  and  legacy  systems  to  distributed  systems  including  Windows, 
Windows  NT  and  UNIX 
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There  are  currently  few  players  in  the  ERP/HR  market.  Oracle,  JD  Edwards,  and 
PeopleSoft  are  currently  the  leaders,  with  Baan  considering  a federal  practice. 

One  example  of  an  enterprise-wide  deployment  is  the  Department  of  the  Navy.  The 
Navy  is  utilizing  PeopleSoft  products  to  consolidate  its  human  resource  management 
system.  The  software  will  be  used  to  manage  human  resource  information  for  over 
800,000  retired,  active,  and  reserve  soldiers.  The  contract  has  an  estimated  value  of 
$7.4  million.  This  endeavor  has  been  dubbed  the  Navy  Standard  Integrated  Personnel 
System  (NS  I PS)  and,  as  mentioned  previously,  highlights  a major  trend  currently 
taking  place  in  the  federal  market  - the  use  of  COTS  products  to  meet  core  business 
requirements. 

The  software  replaces  legacy  systems  and  will  assist  in  the  consolidation  of  all  human 
resource  information  into  a single  interface.  The  Navy  currently  uses  four  legacy 
systems  to  manage  human  resource  activities.  Three  of  the  four  systems  will  be 
replaced  by  PeopleSoft's  product.  These  include:  the  Pay  and  Personnel  Source  Data 
System  (SDS),  the  Diary  Message  Reporting  System  (DMRS)  and  the  Reserve 
Standard  Training  Administration  and  Readiness  Support  for  Manpower  and 
Personnel  (RSTARS-MP)  PeopleSoft  expects  a product  rollout  in  January  1999.  The 
system  will  run  on  a distributed  client/server  architecture. 

Another  prime  example  is  the  Department  of  the  Treasury,  which  is  utilizing 
PeopleSoft's  applications  in  order  to  reengineer  human  resource  processes  and  to 
improve  workforce  management  skills.  The  Treasury  Department  feels  that 
PeopleSoft's  applications  will  provide  its  bureaus  the  flexibility  to  realign  business 
processes  in  an  effort  to  become  more  productive. 

Following  is  a major  opportunity  for  HRMS  applications  software  and  support  in  the 
federal  market: 

1 . Human  Resources  Information  System 
Department  of  Transportation,  Coast  Guard 
$10  M 

The  U.S.  Coast  Guard  (USCG)  is  contemplating  the  acquisition  of  a human  resources 
information  system  to  support  the  civilian  personnel  and  payroll  system  for  the  entire 
Department  of  Transportation. 


2.  Financial 

The  financial  management  market  is  one  of  the  fastest  growing  ERP  components  in  the 
federal  arena.  This  is  due  to  a number  of  factors  but  perhaps  the  most  influential  is 
the  mandate  from  the  Administration  that  agencies  should  focus  on  renovating  their 
financial  systems.  The  1996  Federal  Financial  Management  Improvement  Act  calls 
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for  agencies  to  modernize  systems  at  the  earliest  feasible  time.  Regulations  call  for 
increased  use  of  commercial  best  practices  when  acquiring  necessary  IT  solutions. 

This  avoids  the  historical  cost-overruns  and  delays  which  were  typical  of  many  past 
government  projects. 

As  a result  of  increased  demand  for  financial  products,  the  General  Services 
Administration  set  up  the  Financial  Management  Systems  Schedule  (FMSS)  from 
which  agencies  can  purchase  the  necessary  solutions.  Agencies  have  been  required  by 
the  Chief  Financial  Officers  Act  to  use  the  FMSS  Schedule  for  all  financial  software 
and  services  purchases  where  feasible.  All  exceptions  must  be  granted  in  the  form  of  a 
waiver. 

Recent  trends  highlight  that  FMSS  Schedule  holders  have  a competitive  advantage 
over  those  vendors  without  schedule  products  due  to  the  fact  that  the  government  now 
mandates  schedule  purchasing  in  cases  where  feasible. 

FMSS  Schedule  holders  are  required  to  distribute  price  lists  to  requesting  clients 
within  15  days  of  a request.  GSA  collects  a surcharge  of  .75%  on  all  purchases  from 
the  FMSS  Schedule.  FMSS  Schedule  contracts  are  competed  on  a firm-fixed-price 
basis.  Agency  selection  is  not  always  based  solely  on  lowest  price.  Other  selection 
criteria  may  be  used  provided  that  selection  plans,  evaluation  and  award  factors,  and 
internal  agency  acquisition  regulations  allow  for  selection  of  other  than  lowest  price 
offers. 

According  to  GSA  officials,  over  90%  of  FMSS  spending  has  been  for  services  in 
recent  years.  This  reflects  the  growing  demand  for  financial  management  services  to 
support  applications. 

Most  vendors  have  pursued  the  Schedule  and  either  have  joined  the  program  or  are  in 
the  process.  Current  FMSS  Schedule  holders  include: 

AMS 

CDSI 

Digital  Systems  Group 

ICF  Information  Technology,  Inc. 

KPMG  Peat  Marwick,  LLP 
Keane  Federal  Systems,  Inc. 

Oracle  Corporation 
Orion  Microsystems,  Inc. 

Rcl-Tek  Systems  & Design,  Inc. 

Some  of  the  business  activities  of  the  major  market  players  are  highlighted  below: 

In  April  1997,  Oracle  was  approved  to  sell  their  financial  software  package,  U.S. 
Federal  Financials,  on  the  FMSS  Schedule.  Product  enhancements  include  electronic 
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commerce  capabilities  as  well  as  a Oracle's  Web-enabled  Computing  Architecture. 
The  latter  is  designed  to  move  data  processing  functions  to  the  network,  thereby 
reducing  installation  and  maintenance  costs  associated  with  traditional  client/server 
computing. 

Initially,  Oracle  released  Version  10.6  which  was  then  followed  by  Version  10.7  - a 
year  2000-compliant  version.  This  software  highlights  a renewed  emphasis  by  Oracle 
on  application  software,  especially  software  geared  toward  enterprise  usage. 

In  March,  the  Federal  Aviation  Administration  selected  Oracle  to  provide  its  U.S. 
Federal  Financials  system.  The  contract,  dubbed  ACQUIRE,  also  calls  for  consulting 
services  and  education/training.  The  FAA  cited  the  ease  of  customization  of  Oracle's 
product  as  well  as  the  cost  as  the  main  selection  criteria.  The  software  will  operate  in 
a distributed  environment,  using  a graphical  user  interface.  The  Oracle  product  is  one 
which  was  designed  specifically  for  the  federal  market. 

Oracle  predicts  that  the  federal  government  will  replace  53%  of  its  accounting  systems 
within  the  next  five  years. 

Oracle  is  one  of  the  few  vendors  in  the  federal  marketplace  which  currently  provides 
an  integrated  solution  to  its  agency  customers.  Their  software  is  aimed  at  industry- 
specific  requirements  and  is  meant  to  reduce  the  total  cost  of  ownership  (TCO)  while 
ensuring  rapid  installation  and  deployment.  It  is  meant  to  enable  federal  customers  to 
do  "more  with  less.'' 

In  a major  move,  AMS  announced  the  release  of  its  client-server  financial 
management  software  package,  Momentum  Financials  in  September  1997. 

Momentum  is  available  on  AMS'  FMSS  Schedule  and  may  be  purchased  by  all 
agencies.  The  software  meets  all  Joint  Financial  Management  Improvement  Program 
(JFMIP)  standards.  This  system  supports  new  scalable  technical  architectures  and 
will  function  on  a local  area  network.  Currently,  over  40  federal  agencies  use  AMS' 
mainframe-based  software  product  for  all  of  their  enterprise  financial  needs.  The 
release  of  a client-server  version  presents  an  alternative  to  those  agencies  looking  to 
distribute  their  computing  environments  and  deploy  more  commercial-off-the-shelf 
applications  which  are  often  more  cost-effective  and  easy  to  maintain. 

In  May  1997,  PeopleSoft  announced  development  of  its  financial  product  geared 
toward  the  federal  market.  The  product  was  jointly  developed  with  Andersen 
Consulting.  This  product  is  PeopleSoft's  second  avenue  of  penetration  into  the  federal 
market.  In  1995,  PeopleSoft  launched  their  human  resource  management  product, 
HRMS,  into  the  market  and  the  software  is  currently  being  used  by  numerous  federal 
agencies  including  the  Departments  of  Justice  and  Veterans  Affairs  as  well  as  the 
Social  Security  Administration. 

PeopleSoft  cites  a key  to  success  in  the  financial  management  arena  as  the  inclusion  of 
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the  product  on  the  FMSS  Schedule.  One  month  prior  to  PeopleSoft's  announcement. 
Oracle  was  approved  to  sell  their  federal  financial  product  on  the  schedule.  ICF 
Kaiser  also  announced  the  availability  of  their  financial  package  on  the  FMSS 
Schedule.  PeopleSoft's  executives  felt,  at  the  time,  that  the  edge  was  in  the  area  of 
software  portability.  PeopleSoft  prides  itself  on  the  fact  that  their  package  is 
supported  by  numerous  user  database  environments. 

PeopleSoft's  federal  financial  package  consists  of  12  modules  including  those  for 
budgets,  a general  ledger  function,  and  payables/receivables.  The  product  is 
compatible  with  Oracle.  Informix,  Sybase,  and  Microsoft  SQL  Server  platforms. 
PeopleSoft's  goal  is  to  handle  80%  of  the  requirements  of  government  customers 
without  the  need  for  customization.  The  product  meets  all  year  2000-compliance 
standards. 

PeopleSoft  is  currently  in  the  certification  process  for  an  FMSS  Schedule,  after 
obtaining  a Schedule  B/C  last  year. 

ICF  Kaiser  currently  has  ongoing  projects  with  the  Departments  of  Labor,  Health  and 
Human  Sendees,  and  Treasury.  ICF  Kaiser  is  maintaining  existing  financial  systems 
at  the  Department  of  Labor  under  a $ 1 million  3 year  contract.  Specific  tasks  include 
maintaining  the  mainframe-based  financial  system  while  migrating  parts  of  the  system 
to  a client-server  environment  as  well  as  performing  financial  management  studies. 

For  HHS.  ICF  Kaiser  provides  18  months  of  software  support,  including  some 
systems  redesign  and  Y2000  compliance  work. 

ICF  Kaiser  will  also  support  the  Department  of  the  Treasury  in  studies  of  the  current 
financial  management  environment. 

Under  the  DFAS  Financial  Integrated  Systems  Services  (DFISS)  contract,  Lockheed 
Martin  and  its  team,  including  KPMG  Peat  Marwick,  provide  the  Defense  Finance  and 
Accounting  Sendee  with  software  development  support  - from  requirements  analysis 
and  design  through  installation,  training,  and  maintenance. 

Select  DFISS  services  include: 

• BPR 

• Strategic  Business  Planning 

• Reverse  Engineering 

• Application  Development 

• Rapid  Prototyping 

• Systems  Maintenance 

• Customer  Assistance/Help  Desk 

• T raining  and  Education 

• Capacity  Plannmg/Performance  Engineering 
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• Consolidated  Planning  and  Implementation 

• Configuration  Management 

• Quail tv/ Continuous  Process  Improvement 

• Client/S  erver 

Finally,  CDSI  won  a contract  m August  1996  to  provide  the  Export-Import  Bank  with 
a financial  management  system.  The  company  deployed  its  i.e.FARS  software 
package  to  meet  the  agency's  enterprise  financial  management  needs.  The  software 
meets  JFMIP  standards  and  is  being  sold  on  the  FMSS  Schedule. 

3.  Logistics/Supply 

For  years,  the  federal  government  has  considered  logistics  systems  an  integral  part  of 
the  way  they  do  business.  This  is  especially  true  in  the  Department  of  Defense.  Just 
recently,  however,  agencies  have  realized  that  there  are  enterprise  COTS  applications 
which  can  accomplish  the  work  of  a large  mamframe-based  legacy  system.  This  has 
sparked  growing  demand  for  these  applications  as  well  as  sendees  to  support  them. 
Vendors  are  now  exploring  this  market  more  closely,  as  highlighted  below. 

In  May  1998.  Oracle  announced  a partnership  with  Manugistics.  As  part  of  the 
partnership.  Manugistics  will  integrate  its  NetWORKS  product,  which  allows  for 
Internet-enabled  supply  chain  collaboration,  with  Oracle's  CPG  applications  suite. 

The  CPG  suite  is  a set  of  integrated  client-server  applications  which  enables  agencies 
to  streamline  business  processes  in  the  area  of  supply  chain  management. 

JD  Edwards  also  announced  a product  alliance  in  April  1998  with  MatrixOne  Inc.,  a 
leader  in  solutions  which  are  focused  toward  improving  a client's  product  development 
competitiveness. 

PeopleSoft  is  a newcomer  in  the  manufacturing  market.  Despite  this  fact  and  some 
noticeable  flaws  in  the  software,  the  package  was  adopted  by  the  U.S.  Mint.  This 
program  is  known  as  the  Consolidated  Information  System  (COINS)  program.  Mint 
feels  that,  despite  software  deficiencies,  PeopleSoft  is  a good  company  to  deal  with. 
They  deliver  in  a timely  manner  and  they  are  very  customer  satisfaction  oriented. 

In  an  era  in  which  competition  is  heightened,  even  in  the  public  sector,  the  U.S.  Mint 
must  have  a sound  marketing  strategy  in  place  in  order  to  grow.  Before  this  can 
happen,  they  must  be  able  to  accurately  forecast  demand  for  their  products.  The 
PeopleSoft  application  was  employed  to  solve  some  of  these  issues  in  an  effort  to  keep 
Mint  competitive. 

There  are  currently  a select  number  of  opportunities  in  this  area.  They  are  highlighted 
below: 
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1 .  Automated  Commercial  Environment  Modernization 
Department  of  the  Treasury,  USCS 
$350  M 

The  Department  of  Treasury's  US.  Customs  Service  (USCS)  has  a requirement  for 
services  to  upgrade  its  automated  commercial  environment  (ACE).  ACE  is  a 
computer  system  that  tracks  consumer  products  as  they  are  imported  into  the  US. 
This  system  is  designed  to  reduce  paperwork  and  speed  up  Customs  clearance  of 
imported  goods,  especially  for  routine  shipments. 


2.  Wholesale  Logistics  System  Modernization 
Department  of  the  Army 

$1  B 

The  Army  Material  Command  (AMC)  has  a requirement  for  modernization  support 
services  for  the  wholesale  logistics  management  system.  This  opportunity  will  explore 
alternatives  to  modernize  processes,  practices  and  information  technology  for  AMC's 
wholesale  logistics  management  system.  The  intent  of  this  opportunity  is  to  explore 
the  application  of  best  commercial  practices  and  associated  information  technology. 

Currently  the  wholesale  logistics  management  system  consists  primarily  of  the 
Commodity  Command  Standard  System  (CCSS),  the  Standard  Depot  System  (SDS) 
and  associated  applications. 

This  opportunity  will  be  required  to  do  the  following: 

► 

• Sustain  and  transition  the  current  legacy  system 

• Provide  for  the  adoption  of  the  best  relevant  commercial  logistics  processes 

• Implement  and  sustain  a state-of-the-art  commercial  information  system  to  support 
those  processes 

3.  Acquisition  Financial  Logistic  Management  and  Engineering  Support  Services 
Department  of  the  Navy,  NAVSEA 

$53  M 

The  Naval  Sea  Systems  Command  (NAVSEA)  has  a continuing  need  for 
acquisition/financial  management,  logistic/technical  management,  information 
resource/total  quality  management  (TQM)  and  systems  engineering  support  services. 


YNEPM 


© 1998  by  INPUT  Reproduction  Prohibited 


61 


EVALUATION  OF  THE  FEDERAL  SERVICES  MARKET 


INPUT 


D 

Emerging  Technology  Areas 

Many  new  concepts  have  emerged  as  a result  of  agency  desire  to  update  technology 
and  deploy  new  enterprise-wide  systems  through  the  use  of  COTS  products.  First  is 
the  idea  of  change.  Any  new  technology  implementation  will  result  in  change.  If  an 
agency  is  planning  to  move  away  from  the  historic  legacy  system  and  run  new 
packages  on  distributed  platforms,  a great  amount  of  change  is  required.  This  is  not 
just  a technology  change  but  is  also  a process  change.  Agencies  can  no  longer  do 
business  the  way  they  have  always  in  the  past.  There  is  a much  smaller  federal 
workforce,  there  are  new  leading-edge  technologies,  and  there  is  a greater  demand  for 
agency  productivity.  All  of  these  factors  lead  to  a need  for  change  management 
assistance  —assistance  which  often  comes  from  vendors. 

Many  new  services  organizations  are  exploring  the  federal  market  for  this  very  reason. 
Change  management  services  are  in  great  demand  in  the  federal  market  and  this 
demand  will  continue  to  grow.  Agencies  must  be  assisted  in  changing  the  way  they  do 
business  in  light  of  new  technology  and  not  vice  versa. 

This  has  sparked  additional  federal  demand  for  business  process  reengineering  and 
business  process  improvement  services  - or  services  to  assist  agencies  in  changing  or 
enhancing  their  processes  in  order  to  maximize  the  use  of  technology.  The  difference 
between  BPR  and  BPI  is  explored  below: 


Exhibit  23 

BPR  vs.  BPI 


BPR 

BPI 

Establish  new  processes 

Improve  existing  processes 

Technology  supports  the  process  change 

Technology  prompts  the  process  change 

Source:  INPUT 


On  the  whole,  the  need  for  process  change  enhances  the  IT  services  market.  Despite 
increased  competition  in  this  area,  there  is  also  a large  potential  reward. 
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Conclusions  and 
Recommendations 


A 

General  Observations 

The  federal  services  market  is  evolving.  In  the  wake  of  procurement  reform,  coupled 
with  the  boom  in  information  technology  solutions  for  business,  vendors  find  that  they 
are  playing  in  a different  market  than  ever  before.  More  than  ever,  agencies  are 
looking  for  vendors  who  understand  the  business  of  the  agency  to  such  a degree  as  to 
be  able  to  implement  timely,  cost-effective  and  well-rounded  solutions. 

Several  key  issues  will  play  a part  in  shaping  the  market  for  services.  These  include 
budget  constraints,  new  ways  of  acquiring  IT,  usage  of  different  procurement  vehicles, 
and  the  year  2000  issue.  All  of  these  factors  make  for  a dynamic  market.  Vendors 
must  be  completely  aware  of  these  changes  and  actions  must  be  targeted  and  directed 
at  assisting  agencies  in  their  business  process  amid  these  environmental  issues. 

Also,  emerging  services  such  as  those  which  assist  an  agency  is  reforming  its 
processes  as  well  as  its  technology  will  also  have  a major  impact  on  the  market  and  its 
players. 


B 

Conclusions 


Many  factors  are  helping  to  shape  the  current  services  market.  A number  of  these 
factors  are  detailed  below. 

1.  Government  Downsizing 

The  government  will  continue  to  downsize.  As  downsizing  occurs,  a different  approach 
to  business  development  must  occur.  The  government  will  no  longer  procure 
“products'"  and  try  to  implement  them  internally.  They  will  buy  “solutions”  with  less 
interest  in  what  technologies  are  involved.  Government  will  no  longer  employ  staff 
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capable  of  integrating.  Either  way,  government  will  be  forced  to  turn  to  industry. 

2.  Legislative  Agenda  and  Politics 

Although  the  current  Administration  has  a great  deal  of  public  support  at  the  time  of 
this  report,  many  things  can  happen  to  change  this  position.  Priorities  set  by  this 
Administration  survived  the  national  election.  Others  are  still  vulnerable  to  change  or 
abandonment.  With  industry  now  gaining  experience  in  program  performance  based  on 
recent  professional  services  contracts,  some  concern  must  focus  on  the  limitations 
placed  on  industry  to  limit  outsourcing  opportunities. 

The  federal  information  technology  market  requires  different  skills  from  prospective 
contractors  and  vendors  than  in  the  past.  Information  defining  functional  requirements 
and  new  contract  opportunities  are  not  as  publicly  available.  With  agencies  placing 
larger  orders  for  products  under  simplified  commercial  acquisition  rules,  new  sales 
strategies  are  required.  Even  winning  contracts  does  not  assure  companies  of 
profitable  business.  Many  contracts  are  multiply  awarded,  and  a second  level  of 
competition  is  required  for  task  order  business.  Even  for  single  awarded  contracts,  the 
contractor  teams  are  growing  in  size  to  the  extent  that  the  smaller  dollars  available  in 
contracts  must  now  be  shared  by  more  players. 

3.  Flexibility,  Partnership  and  Performance 

These  elements  are  key  in  the  evolved  federal  IT  market.  Flexibility  is  essential  for 
success  in  both  the  marketplace  and  in  contract  performance.  Partnership  is  now 
extended  in  two  directions:  to  government  agencies  and  to  industry  players  that  might 
have  been  significant  competitors  in  the  past.  Finally,  skills  of  contractors  are  severely 
challenged.  Marketing,  sales,  research,  and  business  development  are  becoming  more 
than  titles.  They  mean  more  in  today’s  market,  and  professionals  unable  to  perform  the 
necessary  functions  will  become  liabilities  to  companies  intent  on  streamlining 
performance  in  order  to  reduce  operating  costs  and  to  offer  competitive  prices  in  their 
bids  for  new  business. 

4.  Movement  of  IT  Dollars  Within  Defense  and  Civilian 

Federal  agencies,  both  civilian  and  defense,  use  information  technology  because  they 
believe  it  is  a necessary  component  to  program  execution.  The  demand  is  not  reduced 
in  either  sector  of  the  government.  There  are  other  factors  that  influence  spending 
levels.  Defense  downsizing  reached  critical  levels  in  the  last  two  years,  enough  to 
raise  concerns  in  both  the  Congress  and  the  White  Flouse  that  the  U.S.  may  not  be 
prepared  to  meet  its  national  Defense  requirements.  Reduced  operating  budget  levels 
had  already  been  set,  but  signs  indicate  a reconsideration  of  the  target  levels,  both  in 
terms  of  force  strength  and  programs. 
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As  the  Defense  Department  downsized,  it  created  an  in-house  deficit  of  experience  and 
expertise.  The  requirements  for  commercial  services  naturally  increased,  with 
emphasis  on  professional  services  and  increased  outsourcing  of  facilities  management. 
To  cover  increases  in  operating  costs,  the  DoD  is  considering  further  data  center 
consolidation  to  only  a hand-full  of  well-equipped  megacenters.  Professional  services 
are  now  in  demand  across  government  because  they  give  an  agency  the  ability  to 
balance  workloads  without  increasing  or  decreasing  government  staff  as  requirements 
are  added  or  removed.  Product  budgets  will  suffer  in  the  near  future,  but  recover 
slightly  as  more  work  is  placed  on  the  few  computing  facilities  that  will  remain. 

Civilian  agencies,  on  the  other  hand,  are  reacting  to  different  issues  than  budget  and 
headcount  reduction.  A program  performance  deficit  has  been  repeatedly  identified  by 
the  General  Accounting  Office,  resulting  in  threats  to  program  budgets  for  agencies 
not  able  to  demonstrate  effective  management  control  of  operations.  The  Government 
Performance  Results  Act  of  1993  (GPRA)  addresses  this  issue.  Agencies  must  now 
report  improvement  programs  and  progress.  Information  technology  can  either  help 
improve  the  environment  or  funds  will  be  withheld  by  the  Congress. 

Exhibit  24  highlights  some  of  the  basic  issues  characteristic  of  the  civilian  and  Defense 
environments.  Some  factors,  such  as  expedience,  are  less  important  to  DoD  for  a 
variety  of  reasons,  such  as  longer-term  mission  and  less  external  oversight. 
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Exhibit  24 


Basic  Issues  in  the  Current  IT  Environment 


□ 

Open  environments  for  acquisition 

□ 

Increased  performance  requirements 

□ 

Headcount  reduction 

□ 

Demand  for  outsourcing 

□ 

Continuing  deficit  reduction 

□ 

Managerial  shake-up 

□ 

Rapid  technology  turnover 

□ 

Increased  demands  for  training 

□ 

Year  2000 

Source:  INPUT 


5.  Movement  and  Change  in  the  Market 

Some  traditional  truths  about  spending  are  beginning  to  disappear  or  go  through 
transformation.  Changes  are  imposed  externally,  and  cause  significant  disruption  to 
established  processes. 

The  prevalent  difficulty  in  managing  IT  contracts  has  historically  been  seen  as  a 
disadvantage  and  major  liability  to  government.  Even  with  requirements  to  improve 
contract  performance  by  closer  monitoring  of  contractors,  and  use  of  past  performance 
metrics  pre-award,  improved  performance  is  not  assured.  Therefore,  through  various 
applications  of  partnership  between  government  and  industry,  performance  risk  is 
being  transferred  to  the  contractor  as  a necessary  condition  of  contract  award. 

Industry  has  requested  this  switch,  but  in  the  absence  of  performance  metrics  and 
evaluation  skills,  the  liability  may  be  too  much  for  industry. 

6.  Procurement  Reform 

The  federal  government  is  finished  with  procurement  reform.  Remaining  energies  will 
focus  at  the  regulation  level,  try  ing  to  implement  laws  passed  in  the  past  two 
Congresses.  There  will  be  continued  efforts  to  bring  the  Defense  and  civilian 
procurement  policies  more  in  line  with  each  other.  Overall  leadership  and  oversight  is 
necessary  but  has  not  been  defined. 

Tire  problems  associated  with  procurement,  including  the  lead  time  required  for 
contracting  and  the  risk  of  protest  by  losing  or  non-qualifymg  bidders,  are  also 
considered  a disadvantage  by  agencies.  The  Clinger-Cohen  Act.  however,  diminishes 
some  of  these  perceptions  with  greater  flexibility  in  procurement  processes  and 
regulations,  notably  in  terms  of  the  required  lead  time  for  acquisitions.  Furthermore, 
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the  recent  availability  of  services  offered  under  GSA  Schedules  is  likely  to  abate  this 
concern  among  agencies  and  may  further  boost  the  addressable  federal  market  for 
services  — so  long  as  vendors  hold  a schedule. 

For  all  intents  and  purposes,  the  protest  has  lost  its  threat  value  in  federal  contracting. 
One  market  dynamic  leading  to  this  result  is  the  practice  of  awarding  IDIQ  contracts 
to  all  qualifying  bidders.  Transition  of  competition  is  now  at  the  task  order  level, 
closer  to  the  commercial  model. 

7.  Agency  Need  for  Improved  Two-Way  Communication 

In  the  evolving  IT  environment,  the  contentious  relationship  between  government  and 
industry  is  changing  to  one  of  partnership.  Government  has  acknowledged  its  part  in 
failed  programs  and  is  anxious  to  learn  from  its  mistakes.  Many  agencies  are  involved 
in  self  evaluation;  others  are  seeking  evaluation  assistance  from  its  contractor 
community.  Such  practice  is  not  a ritual,  and  it  is  not  required  by  regulation  or  law, 
but  it  is  emerging  as  a replacement  for  after-the-fact  remedial  steps,  often  embodying 
recrimination.  Communication  between  contractor  and  agency  is  becoming  more 
commonplace. 

A common  agency  suggestion  that  reaches  beyond  the  traditional  is  to  increase 
teaming  efforts  to  allow  a greater  range  of  services  and  bolster  combined  past 
performance  records.  Vendors  must  utilize  new  regulations  that  allow  teaming  in 
alternate  venues  of  contracting,  such  as  under  GSA  Federal  Supply  Schedules. 

Another  key  agency  recommendation  to  vendors  is  to  develop  a stable  service  delivery 
process  so  that  output  becomes  more  reliable  and  predictable  in  terms  of  cost,  schedule 
and  performance.  Furthermore,  the  continued  implementation  of  the  Clinger-Cohen 
Act  throughout  the  federal  government  will  require  vendors  to  become  intimately 
familiar  with  the  procurement  processes,  specific  requirements  and  pre-qualification 
guidelines  within  each  agency,  as  they  may  be  markedly  different.  The  agency 
perspective  is  “know  me  and  my  requirements.”  An  increasingly  important  one  is 
“help  me  understand  what  1 am  doing  wrong  and  help  me  correct  my  performance.” 

8.  The  Year  2000  Issue 

The  year  2000  stands  to  have  a dramatic  effect  on  the  federal  government's  computer 
systems.  Many  agencies  are  expected  to  fail  in  meeting  deadlines  for  conversion. 

More  than  ever  before,  the  private  sector  is  being  relied  upon  to  assist  in  averting  a 
disaster.  This  problem  opens  a huge  market  for  integrators  with  conversion  or  repair 
capabilities.  Also,  as  agency  personnel  becomes  diverted  to  deal  with  the  problem, 
vendors  will  be  needed  to  back-fill  some  of  the  other  technology  functions. 

Exhibit  25  provides  an  overview  of  key  changes  in  the  federal  IT  environment. 
Although  there  are  numerous  liabilities  associated  with  change,  the  government  is 
becoming  more  dependent  on  the  private  sector  for  assistance  in  accomplishing 
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missions. 

Changes  in  the  Environment 

□ 

Shift  performance  risk  to  industry 

□ 

Protest  reform  has  been  effective 

□ 

Improved  communication 

□ 

Increased  demand  for  outsourcing 

□ 

Past  performance  requirements  in  the  law 

□ 

Multiple  awards  and  more  GWACs 

□ 

Loss  of  central  oversight 

□ 

Requirements  for  cutting-edge  technology 

□ 

Reliance  on  COTS  solutions 

□ 

Movement  toward  open  systems  architecture 

□ 

Year  2000  issue 

□ 

Increased  reliance  on  “best  value” 

Source:  INPUT 


The  federal  ERP  market  presents  a great  deal  of  opportunity  although  it  does  have  its 

share  of  risk,  including: 

• A shift  in  the  procurement  process  has  limited  the  amount  of  Indefinite 
Dehvery/Indefmite  Quantity  (1DIQ)  contracts  being  utilized  by  federal  agencies. 
Many  agencies  are  relying  on  existing  vehicles  to  satisfy  requirements.  These 
vehicles  have  contractors  and  teams  in  place. 

• Downsizing  and  BPR  have  limited  the  resources  of  many  federal  agencies. 

• Software  vendors  have  found  ways  to  adapt  their  ERP  offerings  to  run  on  existing 
mainframe  systems,  limiting  the  current  need  for  a new  distributed  environment  to 
support  the  product.  This  does,  however,  open  a large  market  for  systems 
integration. 

• Vehicles  are  in  place,  contracts  are  already  awarded,  teams  have  been  formed. 

• May  require  large  initial  investment. 
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c 

Recommendations 


Prepare  for  more  competition. 

Competition  will  probably  be  one  of  the  most  important  elements  of  the  systems 
integration  market  over  the  next  five  years.  The  regulatory  changes  of  the  Clinger- 
Cohen  Act  and  the  changes  in  GSA's  multiple  award  schedule  program  have  greatly 
increased  the  level  and  changed  the  face  of  competition  in  the  market. 

Federal  agencies  are  seeking  easier  ways  of  acquiring  products  and  sendees  in  an 
attempt  to  save  time  and  money  by  avoiding  a long  procurement  cycle.  They  are 
showing  increasing  favor  for  GSA-sponsored  programs  such  as  the  multiple  award 
schedules  for  their  low-risk,  high-speed,  cost-effective  approach  to  procurement. 

This  is  further  enhanced  by  recent  announcements  that  many  of  the  ERP  software 
vendors  will  compartmentalize  their  large  applications.  These  vendors  will  offer 
components  of  their  overall  system  to  those  agencies  who  have  more  specialized 
demand.  This  will  result  in  more  market  players  in  the  services  area  as  support  for 
these  components  grows.  The  market  will  see  the  movement  of  smaller  services 
vendors  into  this  area,  which  could  potentially  affect  the  ability  of  large  vendors  to 
play  in  those  agencies.  Large  vendors  need  to  establish  a presence  at  the  agencies 
now.  These  relationships  must  be  fostered  so  there  is  a guarantee  of  repeat  business. 
Recent  trends  have  shown  that  vendors  who  perform  well  will  be  asked  back. 


Understand  agency  requirements  and  acquisition  reforms. 

The  vendor  who  knows  exactly  what  the  agency  needs  and  how  the  agency  can  best 
fulfill  its  requirement  will  be  in  a far  better  position  to  make  the  sale  than  the  vendor 
who  does  not.  Without  the  centralized  procurement  forces  of  the  Brooks  era,  each 
agency  is  implementing  its  own  acquisition  models  and  set  of  preferences.  Pre- 
qualification  standards  will  also  change  from  one  agency  to  the  next,  and  even  from 
one  procurement  to  the  next.  Learn  them  and  cater  to  them. 


Emphasize  cost-effective  solutions. 

Though  cost  often  ranks  lower  than  factors  such  as  past  performance  in  evaluating 
bids,  it  will  remain  a key  factor  in  the  new  procurement  environment.  A vendor's 
ability  to  present  a total  solution  to  an  agency  requirement  and  demonstrate  the  savings 
to  be  achieved  through  implementation  of  that  solution  will  be  a major  selling  point  in 
the  next  five  years. 


Emphasize  cost  benefit  analysis. 

Federal  agencies  are  very  concerned  with  the  direct  cost  benefits  of  technology 
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implementation.  Vendors  must  show  their  solutions  as  increasing  an  agency’s  mission 
effectiveness  and  provide  clear  cost  justifications  in  order  to  maintain  the  market's 
healthy  rate  of  growth.  SI  dollars  must  be  perceived  by  agency  decision-makers  as 
investments  rather  than  expenses. 

Get  on  a GSA  Schedule. 

Vendors  should  look  beyond  the  standard  full  and  open  competitive  procurements  for 
new  business  opportunities.  Systems  integration  vendors  will  find  a strong  market  for 
their  products  through  GSA  Schedules,  particularly  with  BPAs,  which  agencies  ranked 
almost  as  favorably  as  full  and  open  competition  as  a means  of  procurement.  Small 
businesses  and  8(a)  vendors  should  also  push  their  presence  in  this  market,  since  set- 
asides  for  such  firms  also  ranked  closely  to  full  and  open  competition  as  a preferred 
acquisition  method. 

Once  on  a schedule,  do  not  wait  for  the  orders  to  come  rolling  in.  Continue  to  market 
your  product  and  services.  Be  particularly  aware  of  and  utilize  eased  regulations  to 
make  products  more  attractive  to  agencies,  such  as  spot  price  reductions  and  teaming 
arrangements  under  a schedule.  This  concept  also  holds  true  for  more  traditional  IDIQ 
buys  — winning  a contract  does  not  equate  to  whining  the  dollars. 

Broaden  market  focus. 

To  capitalize  on  the  federal  information  technology  market  to  the  maximum  extent, 
vendors  may  consider  broadening  their  business  base  and  pursuing  both  civilian  and 
Defense  opportunities,  if  they  are  not  already  doing  so.  Although  civilian  agencies 
command  the  greatest  share  of  the  IT  market  and  will  likely  witness  stronger  growth, 
DoD  still  comprises  a major  portion  of  the  current  opportunities.  If  possible,  vendors 
should  not  limit  themselves  to  one  realm  over  the  other. 

Vendors  are  also  encouraged  to  look  at  teaming  as  a business  option.  Agencies  are 
demanding  well-balanced  teams  for  their  required  solutions.  Vendor  marketing  should 
not  just  be  geared  toward  agencies  but  also  to  potential  vendor  business  partners, 
especially  those  with  systems  integration  gaps  to  fill.  Teams  will  be  a key  to  success. 
Large  services  vendors  are  encouraged  to  forge  alliances  early  in  the  process. 

Engage  CIOs  and  other  agency  decision-makers. 

CIOs  will  be  the  primary  shapers  of  the  IT  markets  of  tomorrow.  This  force  is  too 
great  to  neglect  by  any  vendor.  Vendors  must  develop  meaningful  relationships  with 
CIOs  and  other  key  decision-makers  in  each  agency.  Not  only  will  this  factor  be 
critical  for  future  projects,  it  will  also  be  instrumental  in  deciding  the  fate  of  existing 
contracts  and  initiatives.  Get  into  the  mindset  of  the  CIOs  and  understand  their 
requirements  from  their  perspective,  not  necessarily  only  from  the  perspective  of  a 
vendor. 
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In  today’s  procurement  environment,  agency  end-users  must  also  not  be  overlooked. 
While  they  may  not  make  decisions  for  the  large  IT  buys,  the  advent  of  schedules  and 
federal  credit  cards  make  end-users  a force  to  be  reckoned  with.  The  holder  of  the 
credit  card  ultimately  makes  the  decision  on  what  to  purchase  and  from  what  vendor  to 
purchase  it. 

Become  a dedicated  partner  to  the  agency. 

Agencies  need  contractors  who  will  take  the  time  to  get  to  know  the  business  process. 

A vendor  who  takes  the  time  to  get  to  know  the  agency's  operating  environment  will  be 
better  equipped  to  provide  targeted  and  timely  solutions. 

Hold  to  a delivery  schedule. 

One  of  the  largest  concerns  of  agencies  is  timeliness  of  delivery.  Vendors  must  work 
out  feasible  delivery  schedules  with  the  agency  and  those  schedules  must  be  adhered 
to.  Timely  delivery  will  lead  to  positive  past  performance  ratings  and  future  business. 

Reduce  personnel  turnover. 

Another  concern  of  agencies  is  the  rate  of  turnover  for  vendor  personnel.  Continuity  is 
key  to  contract  success.  Contractor  personnel  should  strive  for  consistency  in  an  effort 
to  learn  the  agency's  operating  environment  as  well  as  requirements  and  goals.  Rapid 
personnel  turnover  hinders  this  process. 

Assure  agencies  that  they  are  getting  leading-edge  technological  solutions. 

Technological  advances  are  helping  to  backfill  the  downsizing  federal  workforce. 
Agencies,  more  than  ever  before,  are  relying  on  IT  to  conduct  business.  More  leading- 
edge  technology  is  currently  being  demanded  and  vendors  must  be  willing  to  ensure 
that  this  demand  is  satisfied. 


D 

Closing  Remarks 

All  of  the  above  recommendations  will  help  vendors  maintain  their  competitive  edge  to 
take  them  into  the  twenty-first  century.  The  federal  services  market  is  in  a state  of 
change  because  of  recent  federal  acquisition  reforms.  This  state  of  flux  has  created  a 
degree  of  uncertainty  that  makes  clear  predictions  and  forecasts  of  the  market  and  its 
future  composition  difficult  at  best.  One  of  the  few  things  that  can  be  asserted  with 
confidence  is  that  this  market  will  change  significantly  over  the  next  five  years,  but 
will  enjoy  consistent  growth.  Vendors  must  be  aware  of  their  surroundings.  They 
must  get  to  know  the  operating  environment  and  the  client's  goals  and  must  find 
themselves  a fit  in  the  overall  solution. 
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